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“Years ago, while visiting Oregon’s Elk River, | learned that most of the forest was going 
to be clear cut...and | immediately jumped in to help save it. Today, we proudly support 
Reforest’Action to protect trees around the world.” 
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John Paul DeJoria, 
Co-founder and Chairman of the Board 
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PAUL MITCHELL. 


LIVE BEAUTIFULLY 


THE BEST IN PROFESSIONAL SALON HAIR CARE PRODUCTS 
Guaranteed ONLY when purchased within the professional beauty salon 
industry, NOT from a drugstore, supermarket, or other unauthorized source. 
Share how you’re making a difference #Giving/sMyStyle paulmitchell.com 
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KOHLER, fainheads with Katalyst. 
spray technology can take you 
worlds away to the large, luscious 
drops of a warm tropical rain. 
Another extraordinary shower 
experience, Only from Kohler. 


Discover yours at KOHLER.com. 


THE BOLD LOOK 
OF KOHLER. 








This laptop got lost and nothing happened. 


When almost a quarter of security breaches are caused by lost or stolen devices, 
choosing the right technology partners becomes a critical business decision. When you 
have Dell laptops with Intel® Core™ vPro™ processors, the most secure commercial PCs 


on the market, it's a decision you never have to think twice about. Just like itarleicle)\e) ep 
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AN ICON JUST GOT LARGER 
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| FACT & COMMENT // STEVE FORBES 
Is Alfred E. Neuman making U.S. foreign policy? 


LEADERBOARD 
| JET SET 


Vegas, Vail, the Vineyard: a summer of flying private. 


| SKYROCKET 
Germany’s copycat Samwer brothers become billionaires. 
Plus: Top-earning DJs. 


| NFL TEAM VALUATIONS 


The average pro football team is now worth $1.4 billion. 


| PRIME-TIME PROSPERITY 
Tallying up fictional fortunes from Downton Abbey, 
Breaking Bad and Game of Thrones. 
Plus: Buy stock in companies run by founders. 


| THE WEATHERMEN TOWN HOUSE 
Merrill Lynch cofounder Charles Merrill, Broadway 
legend Howard Dietz and Paddington Bear all shared the same 
Greenwich Village address. 


| FORBES MAKEOVER 
New threads for Lakshmi Mittal. 


| ACTIVE CONVERSATION 


America’s top colleges. 


THOUGHT LEADERS 
| INNOVATION RULES // RICH KARLGAARD 


Health care: sound of innovation. 





| CURRENT EVENTS // DAVID MALPASS 
Returns set to plunge. 


| THE APOTHECARY // AVIK ROY 


Transcending ObamaCare. 


STRATEGIES 
| SPARKING ZIPPO 


Americans don’t smoke much anymore, but 
that hasn’t stopped the iconic cigarette lighter maker 
from having its best year ever. 

BY ABRAM BROWN 


TECHNOLOGY 


| WHERE BELLY DANCERS BID FOR YOU 
Buying local services online is still a hair ball, but it’s 
an $800 billion hair ball. A few young former policy wonks 
think they have a better way. 
BY RYAN MAC 


ENTREPRENEURS 
| STRING THEORY 


For four generations the D’Addarios have excelled at 
producing violin and guitar strings with small innovations 
that make a big difference. 

BY KARSTEN STRAUSS 
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| HARD KNOCKS 
The concussion scare should give Xenith, a small but innovative 
football helmet maker, a big leg up. If only it were that easy. 
BY CHRIS SMITH 


INVESTING 
| 401(K) FEE ESCAPE ARTISTS 


Here are five ways to avoid being gouged 
on your retirement account. . 
BY WILLIAM BALDWIN 


| TECH INTELLIGENCE // JON D. MARKMAN 


Compassionate silicon. 





| FIXED-INCOME WATCH // RICHARD LEHMANN 


The case for junk. 


| CAPITAL MARKETS // MARILYN COHEN 


Selectivity as a safe word. 


FEATURES 


| THE BILLION-DOLLAR DRESS 
Rent the Runway’s Jennifer Hyman hooked Millennials on 
catch-and-release couture, but the logistics platform she built is 
sophisticated enough to dominate the sharing economy. 
BY STEVEN BERTONI 





| AMERICA’S CAR CAPITAL WILL SOON BE 
MEXICO 


More bad news for Detroit. Wise free trade policies south 
of the border have quickly created the global auto industry’s 
factory floor. Washington, are you listening? 

BY JOANN MULLER 


LIFE 
| THE $210,000 SAFARI 


Once the Wildenstein family’s private wildlife conservancy in 
Kenya, the 58,000-acre Ol Jogi Ranch can now be rented for an 
exclusive luxury safari experience that’s at the top of its game. 

BY ANN ABEL 
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On football. 
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Achieve financial security 
with a plan that addresses risk first. 


Create your financial plan with a Northwestern Mutual 
Financial Advisor. Together, we’ll design a disciplined and 
balanced approach to protecting, accumulating and managing 
your wealth, so you can take advantage of life’s opportunities. 
Who’s helping you build your financial future? 
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Our Never-Ending 
Innovation 


BY LEWIS D’VORKIN 


I’ve had many roles at quite a few different places during my 
40-year career in the news industry. I stopped counting at 
ten. I finally landed in the digital world, which led to starting 
a company that FORBES bought. Jumping from job to job 
wasn’t enough for me anymore. I wanted to be an entrepre- 
neur. I wanted to innovate—or at least try my hand at doing 
it differently from those who came before. 

The word innovation is tossed around mighty freely these 
days. We think FORBES has done its fair share of disrupt- 
ing the business of journalism over the last four years. Still, 
I’m always questioning if we’ve done enough. That tends to 
get folks in the office nervous, especially when I start to tear 
apart what’s working in the marketplace. I plan to read this 
special issue on Innovation (see p. 100) front to back. I want 
to learn from the masters of innovation. 

What exactly does the word mean? The reason some com- 
panies remain on top of our fourth annual innovators list is that 
they never lose sight of the entrepreneurial management prin- 
ciples on which they were founded. Innovators push beyond 
simple platitudes to “think different” or “experiment” 

* They come up with ideas by looking for surprises in the 
world around them (observing, networking, asking ques- 
tions all the time). 

* They spend time deeply exploring the customer prob- 
lem to define the functional, social and emotional elements 
of the job to be done for customers. 

* They start with embarrassingly simple and crude vir- 
tual prototypes and minimally viable prototypes to discover 
a minimally awesome product: limited in features but one 
that nails the customer’s problem. 

* They continually experiment with the right business 
model to take their solution to market. 

At FORBES we challenge ourselves every day, thinking 
like a 97-year-old startup. We’re constantly evolving our 
unique contributor model by tweaking its incentive payment 
formula. We’ve changed the model for our industry-leading 
BrandVoice program, too. After reinventing 100 years of 
journalistic processes, we're riffing again. We want to keep 
pace—and get ahead—of startups we watch and learn from. 

Most important, we’ve changed the culture of publish- 
ing. Editors now think more like product managers and 
marketers. Salespeople think more like editors and story- 
tellers. That’s the kind of innovation that makes FORBES 
what it is today. @ 





Follow financial principles, not fads or trends. 


ii ees. Create your financial plan with a Northwestern Mutual 
Financial Advisor. Together, we'll design a disciplined and 

balanced approach to protecting, accumulating and managing 

your wealth, so you can take advantage of life’s opportunities. 

Who’s helping you build your financial future? 


a WP Northwestern Mutual 





northwesternmutual.com 





Northwestern Mutual is the mar | Northwestern Mutual 
thietic Association 


Investment Services, LLC, broker 








co PI wee a 





Official Financial Planning Partner 


Northwestern Mutual is the me harketing 


Collegiate Athletic Associatio 


sails Be dares 2 





Together, we’ll create a 
blueprint to guide your financial life. 


Get the guidance you need to navigate the financial world. 

At Northwestern Mutual, we take a disciplined and balanced 
approach to financial planning. Together, we'll help build your 
financial future on time-tested principles, not market trends. 
Who’s helping you build your financial future? 
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FACT & COMMENT — STEVE FORBES 


“With all thy getting, get understanding” 





IS ALFRED E. NEUMAN 
MAKING U.S. FOREIGN POLICY? 


BY STEVE FORBES, EDITOR-IN-CHIEF 


PRESIDENT OBAMAS attitude to 
the rest of the world could be summed 
up in the motto of Mad magazine’s Al- 
fred E. Neuman: “What—Me Worry?” 
Obama genuinely believes that U.S. 
actions around the world for decades 
have made things worse, not better; 
that we have been a malignant influ- 
ence; and that other than powwowing 
at international confabs and kowtow- 
ing to the pretensions of the UN, the 
less the U.S. does overseas, the better. 
Even a cursory look at history would demonstrate that 
US. passivity is a green light for dangerous behavior 
that ultimately affects our very safety. Too bad the 
President never took a look at what happened in the 
1930s and 1970s, when Washington was seen as the 
capital of a weak, declining power. 

Currently we have a lot of worries—some very seri- 
ous ones—and this President and his officials have 
shown little appreciation for what they’ve wrought 
and little knowledge of how to deal effectively with 
the crises now unfolding. : 

* The Middle East. Obama has vowed not to sen 
American ground forces back into combat in Iraq. 
That, to him, would be a catastrophic admission that 
his happy words about Iraq during his 2012 campaign 
were a fraud. There is an extraordinarily evil force 
called the Islamic State of Iraq and Syria (ISIS) arising 
in the region. ISIS has seized large chunks of Iraq and 
parts of Syria in the name of establishing a new caliph- 
ate of murderous extremism. 

The question is not whether we should go back 
into Iraq, but how we are going to defeat this malevo- 
lent force. If ISIS succeeds, it will create a safe haven 
for global terrorism against the rest of the world, in 
particular the U.S. and American citizens everywhere. 
We saw what al Qaeda did from its base in Afghanistan 
before 9/11. Giving Kurdish militias sufficient arms 
to defend their territory and conducting air strikes to 
stop ISIS from carrying out genocidal plans against 








Christians and others are necessary 
stopgaps—but only that. The fundamen- 
tal questions remain: What are our plans 
for destroying this threat? Does the 
President have any plausible ideas, short 
of fighting on the ground? 

Sadly, Obama is equally bankrupt on 
ideas to prevent Iran from getting the Bomb 
and stop its march to amass a formidable 
armada of long-range ballistic missiles. 

If Iran obtains or makes it to the brink of 
developing nuclear weapons, Turkey, Egypt 
and Saudi Arabia will be sorely tempted to do the same. 
¢ Afghanistan. The bad guys here know Obama desper- 
ately wants out, and they’re ready to move to seize power 
as soon as we leave. The demoralized Afghan government 
knows it, too. Again, the White House seems not to re- 
member where it was that Osama bin Laden plotted 9/11. 

Moreover, an ugly turn in Afghanistan will have a 
deleterious impact on neighboring Pakistan, a pro- 
foundly troubled, nuclear-armed state in which Islam- 
ic extremists are becoming more powerful. The reality 
of al Qaeda and its ilk gaining control of a country with 
nukes would be horrific. 

Again, the President has no real strategy to deal with this. 
* Ukraine. The Administration must do more than 
send happy meals to Kiev. Armed conflict is a very real 
possibility. Vladimir Putin has taken the measure of 
our President and feels he can effectively take control 
of independent Ukraine and perhaps seize more terri- 
tory to boot, without lasting consequences. 

We should be sending massive arms shipments 
to Ukraine, as the country—or most of it—will fight 
to maintain independence if it has the tools to do so. 
Remember, Ukrainian noncommissioned officers were 
the backbone of the Soviet army. 

We will also face the probable need to station NATO 
forces, including Americans, in Poland and the Baltic states: 
Estonia, Lithuania and Latvia. All are NATO members, 
and we are bound by treaty to defend them. Stationing 
forces in these states—which would serve as trip wires— 
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would probably be the only credible 
deterrence to Russian machinations. 
On the economic front we can not 
only help prevent a collapse but also 
strengthen Ukraine. As I explained in 
an Aug. 15 forbes.com post: “Ukraine 
should immediately implement a cur- 
rency board, under which the hryvnia 
would be tied directly to the dollar.” 
President Obama may wish to ig- 
nore the world. Alas, it won’t ignore us. 





Memo to Putin: 
Read Adam Smith 
Russia has responded to new sanctions 
from the U.S. and the EU with a weird, 
self-defeating retaliatory measure: It 
is banning for a year a variety of food 
imports from the offending parties, 
among them salmon from Norway, 
apples from Poland, cheeses from Den- 
mark and the Netherlands, pears from 
Belgium and chicken from the U.S. 

But ponder what Moscow just did: 
It has imposed a trade embargo on 
itself. Imagine the queasiness, if not 
outright opposition, that would have 
arisen had Washington and Brussels 
declared they were banning food ex- 
ports to Russia, thereby putting a real 
crimp in Russian diets and raising the 
prices of foodstuffs produced inside 
Russia (with fewer imports, demand for 
Russian food will go up). Critics would 
have cried that we were punishing 
innocent people instead of targeting 
Vladimir Putin, his oligarchs and their 
crony banks and companies. Yet Rus- 
sia has done this to itself. Already the 
government is readying decrees against 


“price gouging” and “hoarding.” 

There hasn’t been anything like 
this since President Thomas Jef- 
ferson imposed a similarly self-de- 
structive blockade on U.S. shipping. 
In 1807 our Chief Executive barred 
U.S. trade with Britain and France 
because these warring nations were 
seizing American vessels. Jefferson 
bizarrely reasoned that if he cut off 
trade with the two countries they 
would come to their senses and leave 
us unmolested. The result was a 
devastating economic contraction in 
New England and other trade- 
dependent parts of the U.S. as Ameri- 
can ships were holed up in home 
ports, not because of enemy warships 
but because of a presidential decree. 

So outraged was New England 
that a serious secession movement 
arose. Jefferson’s embargo was an 
utter flop. (We ended up going to 
war with Britain in 1812, a conflict 
that had rather mixed results for us, 
redeemed in memory by our brilliant 
victory in the Battle of New Orleans, 
which was fought after a peace treaty 
had been negotiated but before word 
of it reached the U.S.) 

Moscow has obviously calculated 
that the affected food producers will 
raise such a how! that it will force their 
governments to back down and accept 
Putin’s aggressive designs on Ukraine, 
as well as overlook the barbaric shoot- 
ing down of Malaysia Airlines Flight 
17. At the least this will make West- 
ern governments think twice before 
reacting to Putin’s next set of moves to 
make Ukraine a Russian vassal. 

While hurtful to specific compa- 


nies, Putin’s embargo will barely dent 
the economies of the EU and will be, 
at best, a rounding error for the U.S. 
economy. More to the point, it will 
hurt Russian consumers far more and 
discombobulate an already weaken- 
ing Russian economy. 

The Kremlin has fallen for the 
fantasy that an abundance of natural re- 
sources—primarily oil and gas—makes 
Russia a global power. Misgovernment 
is seriously crimping its energy produc- 
tion, and the fracking revolution and 
other drilling breakthroughs around 
the world are going to reduce Moscow’s 
relative importance in this area. 

More ominous for Moscow is that, 
thanks to the weak dollar, oil and 
natural gas prices have been artificially 
high since the early part of the last 
decade. Eventually the U.S. will rectify 
its misbegotten monetary policies, just 
as it did in the early 1980s, following 
more than a decade of mismanage- 
ment that sent oil prices skyrocketing 
from $3 a barrel to almost $40. When 
that era’s terrible inflation was ended, 
thanks to Ronald Reagan and then- 
Fed head Paul Volcker, oil crashed to a 
low of $10. From the mid-1980s to the 
turn of the century oil averaged little 
more than $21 a barrel. That oil crash 
was a critical factor in bringing down 
the Soviet Union—a gusher of dollars 
suddenly dried up and a critical prop 
of the regime was gone. The Russian 
economy today, as it was back then, is 
living on borrowed time. 

Putin in recent years has shown 
no sign that he understands the 
source of national strength any better 
than his Soviet predecessors did. @ 





Restaurants: Go, Consider, Stop 


Edible enlightenment from our eatery experts and colleagues Richard Nalley, Monie Begley, Randall Lane and Chef. Jeff Lamperti, 


as well as brothers Bob, Kip and Tim. 





® Claudette 
24 Fifth Ave. (Tel.: 212-868-2424) 


Many restaurants have come and gone in this 
spot, but this one should thrive. The fare is con- 
temporary French cuisine, and it’s fabulous. Try 
the cauliflower with cherry tomatoes, mustard 
seed and dill or the Corsican mint salad of aru- 
gula, hearts of palm, green beans and quinoa. 
The bouillabaisse en croute is not to be missed. 
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© Tavern on the Green 

67th St. and Central Park West 

(Tel.: 212-877-8684) 

The 1870 original has been burnished with a modern 
dining room and an unimpeded view of the park. 
The food, however, is less inspired. Striped bass is 
smokier than a cigar lounge, the pork chop is dull 
and served tepid, and red and white wines alike 


are delivered warm. Go for a cocktail and a gander. 


® Gato 

324 Lafayette St., between Bleecker and 
Houston streets (Tel.: 212-334-6400) 

You can take Mesa Grill (rent hike) from Bobby Flay, 
but you can’t keep the grill away from the boy. 

Flay is grilling at Gato with verve and passion: 
blistered piquillo peppers stuffed with raw tuna; 
carrots winningly drenched in harissa, mint and yo- 
gurt; charred beef caked in blue cheese. A winner. 





PROMOTION 


An Innovative Future Built 
on a Strong Foundation 


SANDY BOTCHER 
VICE PRESIDENT, DISABILITY INCOME . 
NORTHWESTERN MUTUAL 





Sandy Botcher is leading the project to build the Northwestern Mutual 


Tower and Commons. 





“By engaging 
our employees, 
we will drive 
innovation 
rooted in 
our strength.” 


SANDY BOTCHER 


Mutual. As our clients’ needs evolve, 

our workforce is driving innovation 
by enhancing collaboration and embracing 
change in a way that is consistent with our 
company’s core values. 

I’m leading a major project that will be a 
cornerstone of Northwestern Mutual’s future. 
Just a few hundred feet from our century- 
old headquarters in Milwaukee, Wisconsin, 
we’re building a new office tower designed to 
foster creativity. Open, modern spaces and 
technological advancements will allow us to 
share ideas, drive inspiration and engage our 
growing workforce like never before. The two 
buildings will connect, serving as a reminder 
that our innovative future is rooted in the 
time-tested fundamentals of our past: to 
place our policyowners first, to value quality 
over quantity, and to develop products that 
offer both innovation and enduring benefits. 


T his is an exciting time at Northwestern 


Northwestern Mutual is the marketing name.for The Northwestern Mutual Life Insurance 


Company, Milwaukee, WI (life and disability i 


, annuities) and its subsidiaries. 











We know that an engaged and healthy 
workforce is key to our growth. This building 
is designed with that.in mind. It will have 
open stairwells. Offices will be on the interior 
so more light shines into the workspaces. 
The top floor will house only meeting space 
and conference rooms and will be open to 
everyone. And the tower workspace will be 
designed with customizable features, so 
each department can decide the best way 
for its team to work. 

Of course, the new building project is just 
the start of an evolution. Over time, we need 
to share the ideas and practices incorporated 
in our new facilities with our other offices 
so that all employees benefit from physical 
surroundings that shape and drive the way 
we want to work in the future. 

Through our evolving approach to our work, 
we are developing new products and solutions 
to meet our.clients’ growing needs. We have 
designed a unique approach to retirement 
income planning that gives customers a 
greater level-of confidence that the money 
they save will last for their lifetime. We have 
created unique solutions that allow.customers 
to create guaranteed income for as long as 
they live—and that. incomevhas the potential 
to grow. 

We've just-received patent approval for 
a new approach to disability,insurance for 
physicians and dentists. It was designed 
to provide control, flexibility and choice 
not currently available with other disability 
coverage. These are just a few of the products 
our financialerepresentatives are using as 
they help our four million clients. achieve 
financial security. 

Our new-toweris an investment in our 
workforce, which is an investment in 
our company. By engaging our employees, 
we will drive’innovation rooted in our strength. 
We think it’s a powerful combination that 
will continue to build long-term value for 
ourclients. _ 
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1964. And we've been perfecting it ever since by SNS Ty LE the so private fleet in the world 
and all new standards for safety. So we can help you make your own way — wherever that may be. 


READY TO TAKE A LEAP? 877 JET 2806 / NETJETS.COM 


NETJETS 


for business, for family, for life 
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Bedford 
384 Nantucket 


LEY 


INDUSTRY ATLAS Martha’s Vineyard 
; 500 


__Jet Set . 


Using data from Houston-—— 
based aviation-data company 
FlightAware, we've constructed Teterboro , 
this exclusive map of where ee 
|__ America's rich-and-fabutous Morristown 
zoom off to between Memorial a 
and Labor days. The red circles 
indicate destinations along with 
the number of arriving flights, 
while the gray circles and lines 
are points of departure and Washington, 0.c. 
flight volume. Las Vegas is the 447 
most popular spot, with high 
rollers swooping in on private 
flights, followed by Aspen, Shar ae en 
Nantucket and Southampton. 107 / 
Only Palm Beach scores for 
both takeoffs and landings. 
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FORBES 400 
REID HOFFMAN 


+$750 MILLION 


NET WORTH: $4 BILLION 


Revenues up 47% at LinkedIn as more folks fork 

Lea d ea ir Boa ra over $900 a month to stalk its résumé collection. 
@ 

Top-Earning DJs 


Are we in the midst of a dance-music bubble? 
Perhaps, but the only thing popping is these DJs’ 
earnings. The top ten racked up $268 million this 
year, up 11% from a year ago. 








NEW BILLIONAIRES 7% 








Former grocery store stocker found love in the pop world, producing 
for Rihanna and Kesha; gigs earn him six figures per night. 


2. DAVID GUETTA: $30 MILLION 


Despite high demand in Vegas, this onetime Parisian club manager 
flies in weekly to spin in Ibiza. 


r copycatting 3. AVICII: $28 MILLION (TIE) 

yn has paid off. In This 24-year-old Swede’s hit single “Wake Me Up” became the first 
ione paid $445 mil- electronic song to move more than 4 million units in the U.S. 

lion for a10% stake in their incubator, Rocket Internet. Others 3. TIESTO: $28 MILLION (TIE) 

invested a week later, upping the valuation. The brothers, The Dutch DJ played over 100 shows in the past year, and in the last 
whose 54% stake in the company is worth about $3 billion 24 months only Harris has earned more. 

and who have a holding in Zappos clone Zalando, are worth 
$1.3 billion apiece. Quite an outcome for the trio who went 
to San Francisco in the late 1990s, where Oliver coauthored 
America’s Most Successful Startups. Back in Germany in 1999 
they started online auction house Alando and sold it to eBay 6. AFROJACK: $22 MILLION 

a few months later for $43 million. They have since started Released long-anticipated first studio album, Forget the World, in May, 
more than 75 companies and plan to take Rocket public. but playing nearly 150 shows accounted for the bulk of his bucks. 


7. ZEDD: $21 MILLION 


The 24-year-old protégé of Skrillex is now outearning his mentor, thanks 
to producing hits for Justin Bieber and Lady Gaga. 





5. STEVE AOKI: $23 MILLION 


Benihana founder’s son has a volume business: His 277 shows in the 
past year are almost double the total of anyone on our list. 





ASK 50 BILLIONAIRES 
Do you drive your own car? 


8. KASKADE: $17 MILLION 

The clean-cut father of three played more than 120 dates last year, 
YES including some 30 shows in Las Vegas. 
713% 9. SKRILLEX: $16.5 MILLION 
NO Released new album, Recess, but doesn’t need record sales to pad 
18% coffers: He earns big from live shows and from his own label, 


NO ANSWER 


10. DEADMAUS: $16 MILLION 
% 


Played one-tenth the number of shows of some of the higher- 
ranked names on this list, but they were lucrative ones. 
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SKYROCKET BY RYAN MAC; DJS EDITED BY ZACK O’MALLEY GREENBURG AND RYAN MAC; FORBES ESTIMATES FOR PRETAX DJ EARNINGS, JUNE 2013 TO JUNE 2014. 


ANDREAS CHUDOWSKI/LAIF/REDUX; TOP; DAVID PAUL MORRIS/BLOOMBERG; BOTTOM: GETTY IMAGES; CALVIN HARRIS: DAVE J HOGAN/GETTY IMAGES 






GLENMORANGIE 


SINGLE MALT SCOTCH WHISKY 





Why is it so important that 
we only use our casks twice? 


RAL ENUORN ae 


Taste our whisky and the question 
becomes rhetorical. 





Unnecessarily 
www.glenmorangie.com Well Made 
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+$300 MILLION 


NET WORTH: $2.9 BILLION 
Under Armour CEO jacks price of football 
cleats by 18% and still sells 35% more of them. 


FORBES 400 
KEVIN PLANK 





SPORTSMONEY 
America’s Game 


The NFL has the highest television ratings and broadcasting revenue of any U.S. 
league. The average team is now worth $1.43 billion, compared with $811 million 
for baseball, $634 million for basketball and $413 million for hockey. 





The COWBOYS 
are the world’s 
second-most- 
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VALUE OPERATING 
CURRENT 1-YEAR. REVENUES INCOME! ee 
NK N MIL CHANGE MIL ($MIL) : 
RANK TEAM / OWNER ($MIL) ($MIL) REA MAnoee 
1 DALLAS COWBOYS / JERRY JONES $3,200 39% $560 $246 
2 NEW ENGLAND PATRIOTS / ROBERT KRAFT 2,600 44 428 
3 WASHINGTON REDSKINS / DANIEL SNYDER 2,400 41 395 
4 NEW YORK GIANTS / JOHN MARA, STEVEN TISCH 2,100 35 353 87 
if 5 HOUSTON TEXANS / ROBERT MCNAIR 1,850 28 339 
The BRONCOS are 6 NEWYORK JETS / ROBERT WOOD JOHNSON IV 1,800 30 333 80 
slight favorites to 7 PHILADELPHIA EAGLES / JEFFREY LURIE 1,750 33 330 73 
win the 2015 Super 8 CHICAGO BEARS / MCCASKEY FAMILY 1,700 36 309 57 
Bowl, ahead of the The REDSKINS 
See 9 SAN FRANCISCO 49ERS / DENISE DEBARTOLO YORK, JOHN YORK 1,600 31 270 25 ; aseae 
2 ave earne 7 
10 BALTIMORE RAVENS / STEPHEN BISCIOTTI 1,500 22 304 57 million in operat 
Pe aus 11 DENVER BRONCOS / PAT BOWLEN TRUST 1,450 25 301 31 income over the 
12 INDIANAPOLIS COLTS / JAMES IRSAY 1,400 17 285 61 past decade. 
13. GREEN BAY PACKERS / COMMUNITY OWNED 1,375 16 299 26 
14 PITTSBURGH STEELERS / DANIEL ROONEY 1,350 21 287 52 
——15 SEATTLE SEAHAWKS / PAUL ALLEN 1,330 23 288 27 
16 MIAMI DOLPHINS / STEPHEN ROSS 1,300 21 281 8 
17. CAROLINA PANTHERS / JERRY RICHARDSON 1,250 18 283 56 
18 TAMPA BAY BUCCANEERS / GLAZER FAMILY 1,225 15 275 46 
PAUL ALLEN is 19 TENNESSEE TITANS / ADAMS FAMILY 1,160 10 278 36 
the NFL's richest 20 MINNESOTA VIKINGS / ZYGMUNT WILF 1,150 14 250 5 
owner, worth 
$162 billion, 21 ATLANTA FALCONS / ARTHUR BLANK Pigs 21 264 —(as) 
— 22 CLEVELAND BROWNS / JIMMY HASLAM 1,120 11 276 35 Tn wAcnene 
23 NEW ORLEANS SAINTS / TOM BENSON, RITABENSON LEBLANC 1,110 11 278 50 are a nonprofit 
24 KANSAS CITY CHIEFS / LAMAR HUNT FAMILY 1,100 9 260 i 10 owned by 
its 352,427 
25 ARIZONA CARDINALS / WILLIAM BIDWILL 1,000 266 43 hacked 
ze | 26 SAN DIEGO CHARGERS / SPANOS FAMILY 995 262 40 
27 CINCINNATI BENGALS / MICHAEL BROWN 990 258 12 
28 OAKLAND RAIDERS / MARK DAVIS 970 18 244 43 The heed ‘ 
+ were the only 
29 JACKSONVILLE JAGUARS / SHAHID KHAN 965 15 263 57 feanirto (ce : 
Aer 30 DETROIT LIONS / MARTHA FIRESTONE FORD 960 254 money; blame 
MANZIEL has the 31 BUFFALO BILLS / MARY WILSON 935 252 38 i Rae & | 
5 ayer costs of @§ 
NFL's bestselling 32 ST. LOUIS RAMS / STANLEY KROENKE 930 250 fe =: 
jersey since draft 16 $180 million. Zé 
‘0 NFL AVERAGE | 1,428 20 299 24 
tt = 
‘EARNINGS BEFORE INTEREST, TAXES, DEPRECIATION AND AMORTIZATION. a i 
The BILLS are a: 
on the block & 4 
The pais after the death 3 
es of longtime z 4 
the owner Ralph og 
BROWNS, for scat <i 
$987 million two Marth — 3 4 
years ago. re gu 
Ba 
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The FALCONS’ profits will 
soar when they open a new 
$1.2 billion stadium in 2017, 









IS OLD TECHNOLOGY 
ae ana 


Ihe) ] 0 CHAING 


Don’t let old technology hold you back. With its intelligence and flexibility, = 
Comcast Business Ethernet is a strategic IT tale now eal in the rele = 
Because it’s built for business. 
« One of the largest Ethernet footprints in ar poste 
- Dedicated support for businesses. 
« Awarded 2013 North American Service Provider of the ae 

by the Metro Ethernet Forum. 








BUSINESS.COMCAST.COM/ETHE NET 


aed ‘ 
1} 
ihe 
thi 
\ 
$4 
aes 
it 
ot 
ie 
ad 
i 
. 





Forbes 


NSE SERS 








FOOTBALL STADIUMS 
OF THE PUTURE 


Imagine the next generation of football stadiums as some 
in the sports industry do, among them John Penhollow, 
director of new stadium partnerships for the Minnesota 
Vikings. These structures offer every imaginable form of 
entertainment and convenience, supported by backup sys- 
tems designed to troubleshoot any crisis, ranging from 
power outages to emergency evacuations. Endless screens 
guarantee you'll never lose sight of the event wherever you 
may be on the premises and provide coverage of the action 
and scores for other games (other sports, even) around the 
world along with constant stats and commentary. And if 
all 65,400 attendees want to be on social media simulta- 
neously, no problem. A formidable Wi-Fi network will 
guarantee that nobody has to wait for a signal. Given all 
of this, no wonder there’s a gleam in the eyes of those who 
are designing and building these new stadiums. 

There’s also the thrill of coming up from behind, a rush 
any sports fan would recognize. Stadium construction hit 
a peak between 1995 and 2003, a period when 17 opened, 
and then lost speed. The next eight years saw only four new 
buildings. Rising prices doubtless played a part in the slow- 
down. The MetLife Stadium, which opened in 2010 as the 
new home for the New York Jets and Giants, cost a reported 
$1.6 billion. The Cowboys Stadium in Dallas (2009) cost 
$1.2 billion. Next to kick off: the San Francisco 49ers and the 
Minnesota Vikings. The former’s Levi Field in Santa Clara is 
scheduled to open in 2014 at a cost of $1.3 billion and count- 
ing, and the Vikings’ still-unnamed new Minneapolis home 
in 2016, for $1 billion. 

For some time now new stadiums have also been hob- 
bled by their dated design. Eric Grubman, the NFL 
executive vice president of ventures and business operations, 
argues that stadiums that opened even 15 years ago already 
reflected decades-old thinking about what was needed— 
and who needed it. The demands of fans have been better 
met by broadcasters and cable companies because stadiums 
lacked sophisticated technology. Says Robert Jordan, senior 
vice president of Van Wagner Sports and Entertainment and 
technology consultant to the Vikings: “The sports indus- 
try got left behind in its ability to use IT and data, certainly 
compared with finance or retailing. But IT in sports is now 





FOOTBALL STADIUMS 
OF THE FUTURE 


Forbes 
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moving on a pretty phenomenal trajectory, probably much 
faster than non-sports businesses. We're getting caught up 
very quickly.” 

The big hope is that the new stadiums, designed for 
the future and rich with forward-looking technology, can 
attract the stay-at-home fan. With any number of HD TVs 
and handheld devices at home, he or she can watch multiple 
games, listen to any commentator, check out all the camera 
angles of specific plays, and call up replays as desired. He can 
do so, moreover, within easy reach of his own commissary 
(okay, his kitchen) and steps from his personal bathroom. 

Of course, nothing beats the adrenaline rush of being at a 
game. But the new stadiums’ need to outdo what the fan can 
get at home “is a unique challenge for us,” admits Penhollow. 
His short solution for what’s needed? “As crazy as it sounds, a 
lot of it is fantasy sports driven. 

“For the game experience, we're going to build a robust 


W1-Fi ecosystem,” says Penhollow, “which will allow all 
65,400 people in the stadium to jump on their phones or 
tablets simultaneously. Realistically, we know they’re not 
going to right now, but that’s the way it’s trending, so 
we need to future-proof the building. We also know that 
when people jump onto our Wi-Fi, they’re not necessarily 
looking at Vikings game content or even football. They 
may be accessing soccer, hockey, or basketball highlights. 
We're the conduit, and we want to make their experi- 
ence great. We have some ambitious goals about how we'll 
deliver content in the building and to fans’ devices. We'll 
have highlights and different camera angles from our 
game as well as highlights from other games.” The design 
of the stadium guarantees enough screens in and around 
the building that visitors will find it impossible to ever 
lose sight of the Vikings game in progress. 

Penhollow also lays out a vision of how technology will 
take additional care of the fans on their way to and from the 
games, a “driveway-to-driveway philosophy,” as he calls it. 
He says the plan is to redevelop the existing Vikings personal 
device app to where it will help the fan find the best route 
to the game, maybe direct him to a grocery store partner for 
tailgating supplies or locate an empty parking spot. There'll 
be help after the fan has parked his car, too, by way of help- 
ing him or her find a shortcut to the right seats or, perhaps, 
the hot dog stand. “If we know you have two kids and you 
seem to buy nachos every single game, based on historical 
data collection, well, we can tell you the nachos stand is 50 
feet to your right and the retail shop, if you still need your 
[Vikings running back] Adrian Peterson jersey, is three sec- 
tions up on the left.” : 

“The whole idea is that we're creating bandwidth,” says 
technology consultant Jordan. “We'll be taking fiber to 
every corner of the building.” The stadium will also have 
up to 7,000 data points, spots where the Vikings can con- 
nect some of the many pieces of hardware such as screens 
and speakers, cash tills and wireless access points. 

“The other side of the sports issue is that you never get a 
second chance,” notes Jordan. “Once that game’s over, you 
don’t get to do it again. It’s very, very, very much like sell- 
ing airplane seats. Everything we do has to be future-proof. 
And everything has to be backed up.” Part of the backing up 
at the Vikings stadium is a diesel-powered, 200,000-kilo- 
watt generator that can power all the lights, the elevators, 





the water distribution as well as the Wi-Fi system—and do 
so for a number of days, because various events can run back 
to back. “All this means fiber,” says Jordan. How much fiber? 
“Figure out how much you need when you're building a sta- 
dium, double it, because that’s how much you'll need when 
you open, and then double it again, because that’s how much 
you'll need in the first 10 years of operation,” he says. That 
adds up to hundreds of thousands of feet. 

The people who work in stadium design and construc- 
tion are very much a community unto themselves and 
welcome representatives of other teams who stop by to 
see how a new stadium is taking shape. “It’s a small group, 
because it’s very specialized,” says Jordan, “and there are a lot 
of unique things that have to be done in stadiums and arenas 
that you just don’t pick up in a school.” Then, too, the sta- 
diums aren’t in direct competition with one another, as the 
NFL's Grubman points out: “There’s no reason for secrecy 
because if the Vikings build the best stadium on the planet, 
they’re not hurting any other NFL franchise.” 

Right now, the 49ers’ Levi stadium is the further along of 
the two stadiums under construction and is probably attract- 
ing more curious visitors. “The building itself is going to 
be beautiful,” says the Vikings’ Penhollow. “What they have 
planned for technology is definitely something we’re keeping 
a close eye on because we have some of the same philoso- 
phies and beliefs.” But a close eye doesn’t necessarily mean 
the Vikings will be copying what the 49ers do. For exam- 
ple, Penhollow says his team will keep a very close watch 
on how the 49ers make out with their plans to let fans use 
their smartphones to order food and drink so that it can be 
delivered to their seats. “We'll learn from their operational 
setup to determine how we'll address that enhancement in 
our new stadium.” 

Addressing those enhancements is, of course, the basic 
challenge facing the builders of new stadiums—and a sturdy 
communications infrastructure with bandwidth to spare will 


be integral to meeting it. 





Watch for the full report, available soon on 
Forbes Insights: forbes.com/forbesinsights 


COMCAST 
BUSINESS 


The above observations are drawn from soon-to-be-published research by Forbes Insights in association with Comcast Business. 


Based on in-depth, one-on-one interviews with senior sports executives and technology consultants, the report examines how a 
robust, high-performance communications infrastructure is becoming integral to successful stadiums. 
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_JEFF BEZOS 


NET WORTH: $30.6 BILLION 
Amazon boss announces $126 million quarterly 
loss, and shares sink 10% in a day. 





Eye 


Grabbers 


Scenesters and players 
from the Forbes 30 Under 
50, in 30 words or less. 


MICHAEL KORS | 29 


The New Yorker 


globe-trotted across 


ten countries this 
year evangelizing 
about Michael 

Kors, building a 
19-million-fan social 
media following 
and launching the 
designer's Jet Set 
campaign 

in China. 





The couturier has 
dressed Michelle 
Obama and 
Gwyneth Paltrow in 
his self-described 
“streamlined 
American” designs 
and added ten 
new retailers to his 
portfolio, including 
Mitchells and Net- 
A-Porter. 











Alegre’s company 
helps developers 
monetize their 
games with 
in-game ads. 

The network now 
hosts 60,000 
games and is 
moving into China 
in partnership with 
Beijing’s Chukong 
Technologies. 
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FICTIONAL FORTUNES ; : ' 
Prime-Time Prosperity, . © 


iM at=mero)ale=talel=1ecM ceed al ISA <tel aces tesim Declan 
Series Emmy are built around some of 

television’s dirtiest deals and biggest 

fortunes. Our best estimates of the 

real-world value of these fictional » » 
empires, adjusted into 2014 U.S. dollars. 


GAME OF THRONES 

THE IRON BANK: $1.8 TRILLION (ASSETS) 

Despite repeated boasts that the Lannisters always pay 
their debts, the family’s kingdom is deeply in 

hock to Braavos’ biggest financial institution. 


HOUSE OF CARDS 


XANDER FENG: $50 BILLION; 
RAYMOND TUSK: $38 BILLION (NET WORTHS) 


Feng’s billions were earned in telecom while 

Tusk is a nuclear energy magnate, but both 

tycoons excel at the underhanded, leaving roiling 
trade disputes and regional blackouts in their wakes. 


MAD MEN 


MAJORITY STAKE IN STERLING COOPER 
CaaS Heya (0) | 


The best things in life may be free, but a surprise offer from 
rival McCann Erickson boosts spirits—and bank accounts— 
among Madison Avenue’s creative masterminds. 


DOWNTON ABBEY 
Tee 1h ey MEM ol RCS 1001) 


From the ironclad entail to the challenges of post-World War | estate management, 
the fiscal trials and tribulations of the inhabitants of the verdant Yorkshire country 
estate have sustained the transatlantic hit for four seasons. 


BREAKING BAD 
WALT’S STASH: $9.7 MILLION 
At its peak the profits from Walter White’s chemical empire amounted to $80 million 


in cash, but the inheritance the late meth kingpin left for Walt Jr. was much dimin- 
ished by theft from rival dealers. 
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EF n r 460:09% 
ou de 400% 
Does Best 
Just 19 of the companies 300% 
on the S&P 500 are still 
run by their founders. The 200% 
14 that have been publicly ee 
traded for at least a 100% |_ 97.35% 


decade have substantially S&P 500 INDEX 
outperformed the 0 


broader index. 





2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 





30 UNDER 30 AND FICTIONAL FORTUNES BY KATHRYN DILL; FOUNDERS BY ABRAM BROWN AND LIYAN CHEN 


TOP: GETTY IMAGES: TOWILL & WINSER: BFA/SIPA USA 






FREE 
TRADES 


7 Just free trades? With most investment 
companies, that’s where the perks end. 
But when you invest with Fidelity, you'll also 
get tools, research, and support you won't 
find elsewhere: 
» Stock ratings from a number of 
analyst opinions consolidated into 
a single, numerical score 
» The most free independent research 
reports’ 
» A one-second trade execution 


guarantee? 


Trade commission free for a year when 
you open an account.* Find more of the 
expertise you need to be a better investor. 


(9 Fidelity 


INVESTMENTS 


800.FIDELITY | Fidelity.com/findmore 


J.D. Power Ranked Fidelity “Highest in Investor Satisfaction with Full Service Brokerage Firms” 


*This offer is valid for new or existing Fidelity customers. In order to receive the commission-free trades, you must designate an existing 
eligible account or open and fund a new eligible account with net new assets. Deposits of $50,000 to $99,999 of net new assets will receive 
60 commission-free trades for one year. Deposits of $100,000 of net new assets or more will receive commission-free trades for one year, 
up to a maximum of 100 trades. Commission-free trades must be designated to the one account receiving the qualifying assets and are 
limited to only online domestic equity trades, and do not include options. No cash compensation will be given for any unused commission- 
free trades; unused trades expire worthless. Offer is nontransferable, limited to one per individual per rolling 12 months and may not be 
combined with other offers. Fidelity reserves the right to modify these terms and conditions or terminate this offer at any time. Other terms 
and conditions, or eligibility criteria, may apply. 

Sell orders are subject to an activity assessment fee (of between $0.01 to $0.03 per $1,000 of principal). 

Investing involves risk, including risk of loss. 

Images are for illustrative purposes only. 

‘As of February 2013. Based upon published website market, economic, stock and ETF research reports available to customers from other major online self-directed brokerage firms. 

Fidelity will waive the commission charge on eligible stock trades not executed within one second. Offer limited to market orders between 1 and 1,000 shares to buy, sell, or buy to 

cover stocks listed in the S&P 500° Index. Orders must be entered between 9:45 a.m. and 3:59 p.m. ET on a day when the equity markets are open and times will be adjusted when 

the markets open late/close early. Execution speed is calculated from the time Fidelity accepts the order to the time of execution reported to Fidelity by the executing market center. 

Eligible orders can be entered on Fidelity.com, Fidelity Active Trader Pro®, FAST®, wireless devices, or through a Fidelity Representative. Short sales, extended hours orders, directed 

trade orders, and certain other orders excluded. Certain market and systems conditions may impact qualification for this guarantee. Fidelity reserves the right to restrict or revoke this 

offer at any time. 

System availability and response times may be subject to market conditions. 

Fidelity Investments received the highest numerical score among full service brokerage firms in the proprietary J.D. Power 2014 Full Service Investor Satisfaction Study. 

Study based on responses from 4,479 investors measuring 15 investment firms and measures opinions of investors who used full-service investment institutions. Proprietary 

study results are based on experiences and perceptions of consumers surveyed in January—February 2014. The experience of these customers may not be representative of 

the experiences of all customers. Visit JDPower.com. 

Fidelity Brokerage Services, Member NYSE, SIPC. © 2014 FMR LLC. All rights reserved. 691498.1.0 


CRISTINA FERNANDEZ DE KIRCHNER 


: The Argentinean president leads her country 
into its second default in 13 years. 





The Weathermen Town House 


One of the most notorious addresses in New York City, 18 West Ith 


The home, one of four identical 


Street, has changed hands yet again. The 19th-century Greenwich Greek Revival row houses, is 
Village town house was most famously the site of a Weather sestendas from one of the most 
Underground bomb explosion in 1970, but its hada fascinating ee ER ae ee 
history beyond that tragedy—one that includes Washington Irving, writer Washington Irving. 


James Merrill, Dustin Hoffman and Paddington Bear. 


The new owner is revealed harles Merrill, 
to be Justin Korsant of cofounder of Merrill 





Long Light Capital. Korsant, Lynch, purchases 
Following Norma Langworthy’s death in whose grandfather created the residence, 
Solarcaine, announces plans and his son, poet 
Weck ee te aac to use the successor to Hugh James Merrill, is 
Beano eS Orie’ f : Hardy’s architecture firm, H3, born there. 


$9.25 million to an unknown buyer. RO venovaletbe toma boul 






















Metals magnate 
David Langworthy 
and his wife, Norma, 
purchase the land 
from Hardy and 
Mason for $80,000 
and agree to use 
Hardy’s design for 
a new house. Mrs. 
Langworthy will 
begin a tradition 
of placing a 


Charles Merrill sells the 
house to Howa ietz, 
a renowned Broadway 
lyricist (“That’s 
Entertainment!,” 
“Dancing in the Dark”) 
credited with creating 
MGM’s roaring Leo 
the Lion. Merrill writes 
Dietz a note saying 
that he hopes he will 
enjoy “the little house 
on heaven street.” He 
certainly does. For 
three decades Dietz 
throws lavish parties 
at No. 18. 


é jton B in 
the front window and 
dressing it according 
to season and 
weather. It becomes 
a Greenwich Village 
totem for some 
35 years. 


Young & Rubicam 
executive James 
Wilkerson purchases 
the home from Dietz 
and moves in with his 
second wife, Audrey. 
Their next-door 
neighbors include 
actor st ffma 
and New York Times 
theater critic 
Mel Gussow. 


errill publishes “18 
West 11th Street,” a poem 
about the tragedy at his 
childhood home: “The point 
/ Was anger, brother? Love? 
Dear premises / Vainly 
exploded, vainly dwelt upon.” 





Architect 
lardy (along with 
Francis Mason) 
| purchases the now 
empty plot and 
proposes building 
a new town house 
with a controversial 
angled facade. 


On Mar. 6, 1970 James Wilkerson’s daughter Cathy (from his first 
marriage) and four college friends, who along with her are part of the 
radical group Weather Underground, begin assembling a bomb in the 

building’s basement. When it accidentally explodes, the blast kills three 
Weathermen, reduces the town house to rubble and blows a hole in 
Dustin Hoffman’s living room. = and her friend Kathy 
Boudin leave the scene of the crime and remain fugitives for years. 

(Wilkerson surrendered in 1980, and Boudin was arrested a year later.) 
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lt can if you know where to look. Every Door Direct Mail-Retail® service from USPS® 
is an efficient and affordable way to reach the potential clients who matter most. 
For as low as 17.5° per piece. Our free online mapping tool helps you select mailing 
routes, plus lets you narrow the selection by household age range, income, and 
average household size* It even displays the total postage cost per route, 

so you can be sure your marketing dollars work harder. That adds up. 


To learn more and get your 


fill out the reply card or go to usps.com/everydoor. 
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Try our FREE 
online mapping tool. 
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Are You Ready for the 
Dynamic Data Center? 


BY NANCEE RUZICKA 


Not so long ago, data centers were static sites populated with servers and storage. The biggest 
concern was capacity, and the solution was to add more. As data centers are becoming commod- 
itized, however, owners and operators now worry about performance, efficiency and optimization. 
That translates to complexity, which no amount of “adding more” is going to solve. 


oday’s data centers require con- 
tinuous, comprehensive planning 
and dynamic management. No 
“set it and forget it”; no worst-case 
configurations; and no more wasted space, 
Capacity, power and cooling. Data centers 
are becoming dynamic entities that require 
a holistic approach to construction, config- 
uration, operation and management. 


Building a Dynamic 

Data Center 

The majority of data centers are designed 
as centralized entities that are generally 
overbuilt. Sometimes that is done inten- 
tionally, to accommodate future growth; 
though often overbuilding is due to a 
disconnect between the engineers, who 
don't fully understand the requirements of 
the IT infrastructure, and IT, which doesn’t 
understand the facility implications of its 
demands. The result is a facility that is less 
efficient than the original design, requires 
a longer construction phase and is more 
expensive to build. 

Data center hardware vendors publish 
heating and cooling specifications, as do 
HVAC suppliers; yet correlating that infor- 
mation with a design is challenging. For 
this reason, it’s often helpful to segment 
the data center into zones based on the 
use and configuration of the infrastructure, 
and to build up each zone with individual 
modules that enable precise management 
and dynamic adjustments based on need. 

Schneider Electric understands this 
unique design challenge, and has devel- 
oped a robust tool set and reference design 
templates for data center modules that can 
be effectively combined to deliver a com- 
bination of performance levels based on 
the Tier designations used by the industry. 


According to Kevin Brown, VP of Global 
Data Center Strategy and Technology for 
Schneider Electric, “Standardization is 
the answer—a subset of stock, standard- 
ized designs that can be rapidly 
deployed and configured 
improves time-to-market 
and enables data cen- 
ter operators to build 
for less.” 

A conceptual 
design can then be 
rapidly created and 
used as a launch- 
ing point for IT and 
design efforts. “Not 
every part of the 
data center has to be 
designed to Tier-4 speci- 
fications,” says Brown. “If 
you build up a data center using 
modules, you can bring up the room one 
zone at a time and dynamically adjust the 
modules as you go, which improves return 
on investment and reduces total cost of 
ownership.” 


Managing Data Center 
infrastructure 

Construction is only the beginning. The 
most significant aspect of implementing 
a dynamic data center is the requirement 
to actively monitor and manage the infra- 
structure assets. Data center infrastructure 
management (DCIM) is all the rage but, in 
practice, managing dynamic and configu- 
rable infrastructure has to be someone's 
job. Dynamic data centers require con- 
stant monitoring, and processes must be 
put in place to respond when changes are 
required. Recognizing when infrastructure 
can be adjusted to improve performance 
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and reduce cost means nothing if the sys- 
tems and processes aren’t in place to act 
upon that knowledge. 

The only certainty in data center design 

is that it will change. Applications 
change, priorities change, 
demand changes—and 
the infrastructure must 
be agile enough to 
respond. However, 
initiating the proper 
response requires 
properly trained 
personnel and man- 
agement solutions 
that can be rapidly 
and reliably modified to 
meet constantly chang- 
ing needs. The dynamic 
nature of today’s data cen- 
ters requires active monitoring and 
management of all aspects of the data 
center—from the applications to the air 
conditioning. 

What begins as an IT and facilities design 
request ultimately becomes a dynamic 
and evolving data center infrastructure. 
Putting standardized, foundational pieces 
in place that enable rapid deployment and 
configuration of data center infrastructure 
improves time-to-market and delivers data 
center infrastructure that adapts to future 
demands while reducing overall cost. & 





Who will 
manage my 
construction? 
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For more information, visit 
schneider-electric.com. 


We take care of your data center so 





you Can take care of your business. 


Exceed performance goals 
with standardized processes. 







Increase uptime and lower 
total cost of ownership. 











Operation Services simplify data center maintenance, helping you 
reduce OpEx, optimize energy use, and minimize downtime. 


Who runs your data center? 

In an environment where human error can be a significant cause of downtime, 
effective operations and maintenance need to be implemented by well- 
trained specialists who have superior technical expertise. That’s what we offer 
with Schneider Electric™ Operation Services. Whether you require Vendor 
Management, Managed Maintenance, or complete Facility Operations, our 
services ensure your data center gets the customized care that allows you to 
focus on your core business. 


Optimize operations and save money. : 

Our approach uses standardized best practices and automation tools that have 
been developed over 15 years of managing mission-critical facilities worldwide. 
This proven methodology keeps your data center consistently operating at an 
optimum level. With streamlined maintenance activities and emergency support, 
you can significantly increase performance, reliability, efficiency, and safety 
throughout your data center's life cycle. Operation Services make business 
sense. You save money by reducing operating expenses, avoiding costly 
downtime, and minimizing unplanned costs related to service interruptions 

and equipment repairs. Take the complexity out of day-to-day operations and 
contact Schneider Electric today. 


Learn the top 10 mistakes to avoid 
in data center operations! 


Download our FREE white paper and enter to 


WIN a Samsung Galaxy Note” 3! 
Visit: www.SEreply.com Key Code: g984u 
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Vendor Management 


Single point of contact 
provides 24/7/365 scheduling 
and coordination of all 
maintenance activities. 


Managed Maintenance 


Vendor Management plus 
on-site Field Project Manager 
to reduce risk of error during 
service execution. 


Facility Operations 


Includes Vendor Management, 
Managed Maintenance, plus 
full-time, on-site specialists to 
increase system availability 
and lower TCO. 


Business-wise, Future-driven™ 


Schneider 


Mf Electric 
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BILLIONAIRES 
STEFANO PESSINA 


-$1.3 BILLION 


NET WORTH: $10.1 BILLION 


Ge der Boa ra Think your taxes are costly? Walgreen’s top share- 
holder pays price for keeping headquarters in U.S. 
SS 


FORBES MAKEOVER 


Arcelormittal's 
Lakshmi Mittal 


Our fashion experts give India’s man of steel a super new look. 


JOSEPH ABBOUD: The award-winning designer and 
entrepreneur got his start at Louis Boston before serving 
as director of menswear design for Ralph Lauren. 

He launched his namesake brand in 1987 and is currently 
the chief creative director for Men’s Wearhouse. 


KATHY IRELAND: The supermodel turned supermogul 
is the chief executive and chief designer of kathy ireland 
Worldwide, a design and marketing firm she launched 
in 1993. Women’s Wear Daily has named her one of the 
50 most influential people in fashion. 

























Before After 
THE VERDICT 
JA: He is frumpy before and 
polished after, and the new 
ENSEMBLE clothes look like they better fit his ENSEMBLE: 


JA: Usually blues personality. 


work together, but 
in this case all his 
blues are wrong. 
Everything is kind 
of a blur. 


JA: There’s nothing more 
classic and universal than a 
dark navy suit and a white 
shirt. You can never go 
wrong with that. 


KI: He looks like burnished steel in 
a finely pulled-together 
fashion story. 


ACCESSORIES 
KI: The black wingtip shoes, 
the sheen in the beautifully 
patterned tie, the pocket 





square—all enhance the look. PANTS 

JA: The white linen hand- KI: The well- 

kerchief is a beautiful touch. tailored trousers 
JACKET: with a narrow, 
KI: The jacket is too big, shorter hem 
and its sleeves and torso add definition 
are too long, which makes and style. 


anyone appear shorter. 


THE “AFTER” IMAGE IS A SIMULATED IMAGE OF 
WHAT LAKSHMI MITTAL WOULD LOOK LIKE IF HE 
HAD ACTUALLY PARTICIPATED IN THE FORBES 
MAKEOVER, WHICH HE DID NOT. NOR DOES HE 
ENDORSE ANY PRODUCTS PICTURED HERE. 
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CEO MAKEOVER: PHOTOGRAPHER: JEFF FRIED; STYLE DIRECTOR: JOSEPH DEACETIS; FASHION ASSISTANTS: TIM ARMITAGE AND TANIERA REID 


SLIM-FIT PLAID NOTCH-LAPEL BLAZER ($350), SLIM-FIT HIDDEN-PLACKET SPORT SHIRT ($85) BY VINCE CAMUTO, WWWVINCECAMUTO.COM; SHOES ($700), BELT ($310) 


BY FRATELL| ROSSETTI, WWW.FRATELLIROSSETTI.COM; TIE ($65) BY JOSEPH ABBOUD, WWW.JOSEPHABBOUD.COM, TOP PHOTO: CHRISTOPHE! 
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Tailored to Fit 











erect nate. 


Visit COW.com/tailoredcioud 
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WHO 

\ GET CLOUD 





CELEBRITY 100 
JAY Z AND BEYONCE KNOWLES 


+100 MILLION 


Music’s first couple rakes in 


$100 million from 21-concert tour, 
but divorce rumors swirl. 


CONVERSATION 








OUR AUG. 18 COVER STORY about the rush by start- #MYTOPCOLLEGE 
ups to manage Millennials’ cash stash provoked this retort 
from reader Thomas Charging Hawk: “Are Millennials This year, as part of our college 
smarter with their money? We have to be. We’re not even rankings, we held a social media 
wage slaves—many of us are still unpaid or underpaid oe ee ie ay 
intern slaves.” Cokie Berenyi endorsed the sites-and-apps, and Instagram why they love 
do-it-yourself investment revolution: “Advisors should their school. With 200 posts 

be worried—very few are adding value for what they are California State University, 
charging.” On Reddit, Smurph269 asked: “Do these people _| Fullerton was head of the class 
not know that index funds are a thing?” Jesper Hamill had | '" contributions. 

a gloomier take on the creative disruption: “I really hoped 
we Millennials would rethink the working world. Abolish 
the 9 to 5, work freelance. Too bad it didn’t happen. Yeah, 
we can make money. But can we change the world?” 


AMERICA’S TOP COLLEGES 2014 




















THE INTEREST GRAPH 


Our list of America’s Top Colleges racked up over 16 million views on Forbes.com, blowing away the rest of our 
most-viewed magazine stories from the Aug. 18 issue: 


Best Colleges 2014 16,103,315 views TWITTER CHAT 
; 7 Readers discuss our list of 








How Millennials are changing money management forever America’s Top Colleges with 
EMER US SE EAST 160,200 senior editor Caroline Howard. 
Highlights: 


Startup schools: America’s most entrepreneurial universities 


EE ee ee es EE 100,915 | 
“The need for 


The invisible force behind college admissions aaeiion ciel 


Se «7 00 Sore ea oe) 


just to keep up with 
the sticker price.” 





















The greatest deal in Wall Street history 


PES 30,227 


The company keeping your favorite (and least favorite) websites online 


7 30,356 “The shale 


Shion WysHow: Cornel : : : revolution is 
Micon ivy: HOW Cornell is preppin oung entrepreneurs Pi “5 
Dee aS a continuing. We see 


ERE 29 356 na Reos cnt 


Your unwanted gift cards are worth millions cee ule 


for some time.” 
EE 2: «20 


How Zalando became a $5 billion retailing sensation 


a 21: 
“They are not 


The distillery behind Buffalo Trace Bourbon ashamed to Say 
BR 13,9: that ay copied THE BOMB 
ee ee 898 VIEWS 


@FORBES Crashing 
vented elm olom re Meher us estcee 
ment, but colleges have 
to change. 


@FORBES Actually, 

a classic liberal arts 
school (@WilliamsCol- 
lege) is No. 1. @swarth- 
more is No. 3. 


Six unsung fracking fortunes 


BR s,614 


Current Events: the need to reform the Fed 
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A STAR ALLIANCE MEMBER 47" 


Tight deadlines. 
Hard day. 
soft landing. 





Make your time with us all yours. 
Because we engineer your travel 
experience to be exactly what you 
need it to be — from the last checked 
email to your first taste of relaxation. 
Lufthansa wants you to sit back and 
enjoy your trip even before you arrive 
at your destination. 


LH.com/us/ 
nonstopyou 
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HEALTH CARE: SOUND OF INNOVATION 


_ TO THOSE WHO CARP about U.S. 
health care costs: Look in the mirror. 

Last month, while loafing at a Wis- 
consin lake and enjoying coffee and 
newspapers, I came across a letter 
in the Minneapolis Star Tribune (the 
writer’s name is omitted). 

: Reading that U.S. Senator Amy 

_ Klobuchar (D-Minn.) is questioning 
the policies of contact lens makers in set- 
ting prices (Aug. 4) led me to thinking 
about another major need people have. I 
have worn hearing aids for several years now, following a traumatic car 
crash that took away much of my hearing. The pair Iam now wearing 
cost $6,800, but I had to buy them (with a credit card!) if I wanted to 
continue teaching. 

The price of hearing aids is much more obscene than that of eye care, 
and many people have to go without, leaving them with a lower quality 
of life. Insurance does not help those of us who yearn to hear better. df 
people cannot afford contacts, they can turn to glasses.) 

Please, Amy, look into the price policies for hearing aids also. Those 
of us who struggle to hear, in many venues, need a voice like yours in 
government investigations. 

No, Senator Klobuchar, don’t! Now, it’s a sad thing when a school- 
teacher has to spend $6,800 on hearing aids. But price controls and 
government subsidies are not the solution. 

A few weeks ago I decided I needed a hearing aid, too. The hearing 
in my right ear had deteriorated to the point where I could barely fol- 
low a conversation in a crowded room. If the speaker was on my right 
and, especially, was a woman or had a thick foreign accent, forget it. 

This had been going on for a few years. But I was in denial about 
it. Or too vain to contemplate wearing a plastic thingy in my ear. My 
wife said that some of her friends perceived me to be cold and arro- 
gant. At least, that’s what I think she said. 

So I started the search for a hearing aid. My first forays led to false 
starts. I could never find time to book an appointment with an audiol- 
ogist. I talked to well-meaning friends (in quiet rooms so I could hear 
them) who said, “There are no shortcuts. You have to do this right.” 

Doing it right meant spending hours on tests and $6,000 or more 
on hearing aids, followed by more time for fittings. What a set of 
hurdles. Of course, we’re talking about hearing (I thought we were), 
and who wants to cut corners on that? 

Yet I couldn’t pull the trigger. Something about audiologists and 








RICH KARLGAARD IS THE PUBLISHER AT FORBES, HIS LATEST BOOK, THE SOFT EDGE: WHERE GREAT COMPANIES 
FIND LASTING SUCCESS, CAME OUT IN APRIL. FOR HIS PAST COLUMNS AND BLOGS VISIT OUR WEBSITE 
AT WWW.FORBES.COM/KARLGAARD. 
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tests and fittings and six grand seemed ... so 
wrong. It violated the governing law of the 
modern economy: Moore’s Law. 


DEAF TO MOORE'S LAW 


Moore’s Law has turned cellphones from 
those dumb bricks of the 1980s into the slen- 
der supercomputers of today. Best thing is I 
don’t have to book an appointment with a cre- 
dentialed cellphone expert to get tested and 
fitted, either. I just buy one. If my $400 bet on 
a cellphone doesn’t pay off, I'll buy another. 

How could hearing aids, which are also 
electronic, be immune to Moore’s Law? 

Answer: They aren’t immune. But most 
people who need hearing aids don’t know 
this. Or they don’t want to know. I think of 
my mother’s generation, who worship the 
credentialed medical establishment. She can’t, 
for a minute, conceive of searching and shop- 
ping for her health care needs without pricey 
consultations and gold-plated assurances. 

It took a mere two hours on Google to 
locate the Moore’s Law center of innova- 
tion for hearing aids. I found a site called 
ableplanet.com and bought a hearing aid 
for $474.50. FedEx delivered it in two days. 
The Able Planet package was very cool and 
Apple-like. The instructions were dirt simple: 
Insert battery. Insert in ear. Choose your fa- 
vorite of four settings. Good to go. 

The Able Planet hearing aid has been a 
marvel. I can hear my wife again, in cars and 
restaurants (no jokes, please). The caveat is 
that my hearing loss is mild. I have 80% ca- 
pacity in my good left ear and about 40% in 
my impaired right ear. Many people, perhaps 
including the Minnesota schoolteacher, have 
worse loss. I have no idea if Able Planet’s de- 
vices would work for them. 

Moore’s Law changes everything it touch- 
es. Hearing aids are no exception. Nor should 
they be. But when it comes to health care, 
consumer attitudes are slow to change. And 
government pretends not to hear. 9 


THOMAS KUHLENBECK FOR FORBES 





Z With you for the everyday 
and the long haul. 


_ Company, investor, government, or household, we can support your 
plans for the future. From the everyday to the uniquely complex; 
as a universal bank we have the solution to your challenges. With 

‘our-global presence in more than 70 countries, we can advise you 
a —~“on matters close to home and connect you to opportunities around 
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aA nterprises are deploying hundreds 
hee Of applications per day and going 
mobile across the organization. They 
ME are challenged to maintain this pace 
without degrading quality of experience, 
security or speed to market. In the face of 
this massive growth, the pressure to be agile, 
cost-effective and flexible enough to adapt 
to new business or application models is 
increasing. 

Data center virtualization in its present 
form helps meet these challenges, but it only 
gets two-thirds of the way there. The ben- 
efits of virtualization go well beyond capital 
and operational cost savings. Applications 
become more agile, data center resources are 
utilized more efficiently, and the business can 
almost instantaneously respond to customer 
and competitive demands. 

The network, however, has historically been 
the speed bump on the fast lane to virtualiza- 
tion. Data center administrators can orches- 
trate the abstracted compute and storage 
elements of their data centers, but have had 
to contend with: manually configuring the net- 
work that ties these elements together. 














oe a defied: eNboane (SDN) So 
ises to bring the data center network into 
the realm of virtualization. SDN is a means of 
abstracting the physical network and then 
defining it through a common software 
layer—with presumably the same orchestra- 
tion software controlling the compute and 
storage elements. 


SDN brings the same agility, flexibility and 
availability to the underlying network layer 
that virtualization has brought to compute 
and storage. It also has the potential to con- 
solidate the entire data center under a single 
operations group so that it becomes simpler 
and less expensive to run. 

Much of the complexity in a network lies 
in the configuration and coordination of 
network nodes—switches and routers. In a 
traditional network, these consist of a con- 
trol plane and a forwarding plane, with the 
control planes dictating how the forwarding 
planes handle traffic flows. 

SDN is the separation and centralization 
of the control plane. The interfaces between 
orchestration and control plane are what tie 
all three data center elements—com- 
pute, storage and network—into 
a complete, coordinated whole. 

“SDN's focus is on the net- 
work, layer 2-3 technologies, | 
and it doesn't directly address : 
application layer 4-7 services,” 
says Manny Rivelo, Executive 
Vice President of Strategic Solu- 
tions at F5 Networks. “If you can 
provision a network, storage and 
compute instantaneously, then 
you should be able to also provi- 
sion stateful application services. 
That's our vision.” 
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The challenge these services present is 
that many of them are stateful—that is, 












MANNY RIVELO 


Executive Vice President 
of Strategic Solutions, 
F5 Networks 


BY JEFF DOYLE 





they keep some record of the flows they 
are servicing. If a conversation between 
applications traverses a stateful service in 
one direction, but bypasses that service 
in the return direction, the conversation 
can be broken. Or worse, security policies 
could be undermined. 

“The system architect needs to consider 
the whole OS! stack of stateless and state- 
ful services,” Rivelo explains. “Our Synthesis 
architecture is about dynamically provision- 
ing Software Defined Application Services 
(SDAS)—traffic management, security, mobil- 
ity, identity and acceleration technologies 
that are critical to all network infrastructures. 
Customers can dovetail these SDAS ser- 
vices nicely with their network, storage and 

Bee hypervisor technologies to deliver 
. the most secure, fast and reliable 
» applications to anyone any- 
\ where at any time.” 

As SDN development 
| matures, practical archi- 
yj tectures are emerging that 
J promise to finally allow a 
fully virtualized data center. 
The operational cost Savings, 
agility and efficiency that are 
already being enjoyed under 
existing data center virtual- 
ization are only part of SDN’s 
benefits. The fully virtualized 
data center means you can 
quickly respond to your customers and your 
competitors, and it presents a platform for 
business innovation. ea 





Tomorrow’s data center starts today with F5 Synthesis 


The rise of software-defined networking (SDN) validates what we have always believed: 
services should be programmable and extensible, and every layer of the network must 
be as agile as the business it supporis. 


F5 Synthesis™ helps to future-proof your network with an architecture that delivers a 
broad portfolio of Software-Defined Application Services™ Each F5 solution works with 
a variety of network technologies—from traditional Ethernet to SDN—and can be rapidly 
provisioned to address the pain points that result from emerging IT trends. 


There’s an incredible opportunity to increase agility, reduce costs, and create better 
management capabilities. But you’ve got to get there without your network crumbling. 
We know you can improve application security, availability, and performance today— 
while building the network you’ll need tomorrow. 


Learn more. 
f5.com/SDN 


Solutions for an application world. 


THOUGHT LEADERS 


DAVID MALPASS // CURRENT EVENTS 





RETURNS SET TO PLUNGE 


INTEREST RATE HIKES are the 
most discussed topic in financial 
markets, but the bigger problem—the 
elephant in the room no one wants to 
discuss—is the likelihood that returns 
on capital in coming decades will be 
substantially lower than past returns. 
Since the 1980s normal returns have 
been enhanced by the long decline in 
bond yields, fast Baby Boom-generated 
economic growth after the Reagan 
revolution and asset-price inflation to 
adjust to the Carter Administration’s devaluation of the dollar. 

Going forward, those unique factors won’t repeat. Bond yields 
can’t fall for the next 30 years the way they have over the last 30 
years. Asset prices are high relative to their yield or earnings poten- 
tial. Major countries won’t tolerate the devaluations suffered from 
the 1970s through the Asia crisis in the 1990s, so the additions to 
nominal returns from asset-price inflation—which came at the ex- 
pense of devastating increases in prices and declines in median living 
standards—aren’t likely to recur. 

With asset prices high, most capital won’t earn as much going 
forward as it earned in recent decades. For example, with bond yields 
already very low, bond returns will be low under all growth and inter- 
est rate scenarios. This sudden decline in average portfolio returns 
will strain those parts of the system counting on high returns, includ- 
ing pension funds and retiring Baby Boomers. 

Unlike low returns, interest rate hikes—when they finally come—should 
be absorbed relatively quickly. There will, of course, be market turbulence, 
with winners and losers and a great deal of outrage on Wall Street, the 
major beneficiary of near-zero interest rates. But normalization of the 
interest rate structure would help the economy and make it less risky. 

The Federal Reserve would once again have room to cut rates in 
an emergency, a valuable insurance policy it lost in 2009. Interbank 
markets—in which banks with extra deposits lend to banks that need 
short-term cash—would reopen. The allocation of capital would be 
less artificial, more market-oriented. Small savers would earn a fairer 
rate of interest, encouraging their preparations for mishaps or old age. 

For now the Federal Reserve is trapped in near-zero interest rates. 
The Fed still claims that maintaining the lowest possible interest 
rates and a $4.5 trillion balance sheet for a long time will somehow 
help the economy. 

The diplomatic way out for the Fed would be to build the case that 
moving above the zero boundary would help growth. The Fed doesn’t 





have to disown its past policy choices or 
advocate a full leap to market-based interest 
rates yet. Just taking a step away from zero 
rates would help a lot. 

Interest rate controls have failed many times 
in the past, including the Fed’s post-World War 
II control of bond yields; the Fed’s restraint on 
interest rates during the Carter Administration, 
on the claim that lower rates would hold down 
inflation; and the infamous Regulation Q, which 
limited interest rates on bank accounts. More 
recently the 2004-06 policy of limiting inter- 
est rate hikes to 0.25% increments—a cousin of 
today’s “low-for-long” policy—ended badly. 


RATE HIKES WOULD HELP 


The economic results of the current zero-rate 
policy have also been negative: slow trend 
growth, falling median incomes and high 
unemployment. Combined with controls on 
bank leverage, the policy rechannels credit 
to those who don’t need to be subsidized— 
the government, big business and the rich. 
This is a negative-sum game, coming at the 
expense of those who could use capital more 
profitably to finance the inventory and ac- 
counts receivable needed to help small and 
new businesses grow. And by explicitly in- 
creasing bond prices the Fed created artifi- 
cially high current returns at the expense of 
future returns. 

The Fed should open up for discussion the 
benefits to be gained from a small, pro-growth 
increase in interest rates above the zero 
boundary. And the sooner the better, because 
the bigger challenge for society is still ahead: 
to create new growth, innovation and profit 
quickly enough to make up for lower risk-ad- 
justed returns on capital than in past decades. 

That will require better policies, including a 
retura to market-based (rather than Fed-guid- 
ed) interest rates and capital allocation, lower 
tax rates on a broader base and new legal re- 
straints on government spending and debt. @ 


DAVID MALPASS, GLOBAL ECONOMIST, PRESIDENT OF ENCIMA GLOBAL LLC; PAUL JOHNSON, EMINENT BRITISH HISTORIAN AND AUTHOR; 
AMITY SHLAES, DIRECTOR, THE 4% GROWTH PROJECT, GEORGE W. BUSH INSTITUTE; AND LEE KUAN YEW, FORMER PRIME MINISTER OF SINGAPORE, 
ROTATE IN WRITING THIS COLUMN. TO SEE PAST CURRENT EVENTS COLUMNS, VISIT OUR WEBSITE AT WWW.FORBES.COM/CURRENTEVENTS. 
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TRANSCENDING OBAMACARE 


FOR ALL THE ENDLESS TALK about 
reforming the health care system these 
past five years, it’s remarkable how little 
we’ve done to solve its actual problems. 

Spending hundreds of billions of 
taxpayer dollars to subsidize insurance 
coverage for several million people? 
That’s the easy part. The hard part is 
_ addressing the fact that American health 
< care is so expensive. 
ee The high price of U.S. health care is 

the fundamental reason tens of millions 
of Americans are uninsured. It’s the principal suppressor of middle-class 
wage growth. It’s a constant threat to businesses’ operating margins, and 
it’s the primary driver of the federal debt. 

In May the American Health Policy Institute surveyed the chief 
human resource officers of 360 large employers, representing 10 million 
workers. When asked what troubled them the most about the Affordable 
Care Act, 85% said “increasing access to the health care system with- 
out making significant improvements in the efficiency and affordability 
of that system.” Only 6% believed that “the ACA will help my company 
more effectively control health care costs”; 82% disagreed. 

According to the Congressional Budget Office’s “2014 Long-Term 
Budget Outlook,” the United States remains on an “unsustainable” 








REPUBLICANS SHOULD BREAK OUT 


OF THE “REPEAL” BOX AND FOCUS 
ON LASTING HEALTH REFORM 





trajectory, driven entirely by growth in the big federal health care 
entitlements: Medicare, Medicaid and ObamaCare. 

Democrats haven’t solved this problem, but neither has the GOP. 
House Republicans have voted six times to repeal ObamaCare in its en- 
tirety. But they haven’t once brought a bill to the floor that would replace 
ObamaCare with a more attractive set of reforms. 

The CBO projects that by the next presidential election 36 million 
Americans will be on ObamaCare-sponsored insurance: 12 million under 
the law’s Medicaid expansion and 24 million on the new insurance 
exchanges. Whether they admit it or not, no Republican can win the 
White House in 2016 campaigning on taking away health coverage for 
36 million people. 

What should Republicans do? Focus on the real problem. The princi- 
pal reason for America’s high health care costs is the fact that so few of 


us pay for it directly. Switzerland and Singa- 
pore, the most market-oriented health sys- 
tems in the world, give consumers control of 
their own health care dollars and expect their 
citizens to shop for care and coverage. The 
results are remarkable: Swiss public health care 
spending is 45% of U.S. levels, per capita, and 
Singapore’s only 20%. We wouldn’t have a bud- 
get deficit if we had that kind of performance. 

This month the Manhattan Institute pub- 
lished my new 68-page proposal, “Transcend- 
ing Obamacare: A Patient-Centered Plan for 
Near Universal Coverage and Permanent 
Fiscal Solvency.” The plan gradually moves 
the U.S. toward a consumer-driven system 
in which more Americans are using health 
savings accounts and shopping for their own 
coverage. 

The overall framework is fairly simple: First, 
deregulate the ObamaCare exchanges so peo- 
ple can truly shop for coverage they want and 
need. Second, migrate Medicaid enrollees and 
future retirees onto the reformed exchanges. 
Third, tackle the problem of consolidated hos- 
pital systems that exploit their market power 
to charge prices far above what a free market 
would bear. 

Based on our CBO-style modeling, the plan 
reduces the cost of single insurance policies 
by an average of 17%. Over 30 years it reduces 
the deficit by $8 trillion, while reducing tax 
revenues by $2.5 trillion. And because it 
makes health insurance less costly, we es- 
timate that 12 million more Americans will 
freely choose to buy it. 

Importantly, while the plan is perfectly 
compatible with Republicans’ “repeal and 
replace” slogan, it doesn’t actually require 
the repeal of ObamaCare to work. By putting 
patients back in charge of their own health 
dollars, it would unleash a torrent of medi- 
cal innovation. And instead of arguing over 
taxes and spending, we can get back to saving 
people’s lives. @ 





AVIK ROY IS FORBES’ OPINION EDITOR AND A SENIOR FELLOW AT THE MANHATTAN INSTITUTE FOR POLICY RESEARCH. 
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‘The eee lighter is a thing Se CRSONNet eC 
it's used by folks just.as a fashion statement. 


GREG BOOTH, CEO, ZIPPO MANUFACTURING CO. 
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Sparking Zippo 
Americans don't smoke much anymore, but that hasn't stopped the 
iconic cigarette lighter maker from having its best year ever. 


BY ABRAM BROWN 


AS THE THIRD-GENERATION owner of 
Zippo Manufacturing Co., one question always 
dogs George Blaisdell Duke: “You guys are still 
in business?” It’s not that people want to be 
nasty, he says. It’s just that America doesn’t 
light up as much as it used to, so it’s a reason- 
able question for the most famous maker of 
cigarette lighters in the world. And he has a 
well-worn answer handy. “Well, of course we 
are,” he says, reaching across his office desk for 
Marlboros and his own personal Zippo, a silver 
one with waves engraved on it. “Business is 
doing very, very well.” 

Never better, actually. Despite the 50% 
downturn in the number of U.S. smokers since 
the heyday of cigarettes in the 1950s, Zippo 
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booked more than $200 million in sales last 
year—a record—and had the best May and June 
sales in its history in 2014. FORBES estimates 
revenue has increased by a compounded 14% 
in the past three years, thanks to a new, non- 
smoking CEO, Greg Booth, who pushed the 
82-year-old manufacturer’s legendary lighters 
at a younger audience and expanded business in 
China. New products—a (legitimately appeal- 
ing) clothing line and camping gear—and its first 
retail stores added fuel to the fire. “Zippo has 
maintained its iconicness,” says Timothy Dona- 
hue, an industry observer and editor at Tobacco 
Reporter, “and it has diversified quite well” 

It’s a long way from the first Zippo, created 
by George Blaisdell after watching a friend 








Keepers of the flame: 
Zippo’s owner, George 
Duke, and its CEO, Greg 
Booth, trade on iconic 
American images like that 
of Frank Sinatra (above). 
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struggle to light a cigarette on a windy day in 
1932 in Bradford, Pa., a small town in the Al- 
legheny Mountains where Zippo is still based. 
He came up with a windproof chimney and 
the distinctive hinged lid—and guaranteed the 
lighter for life, meaning Zippo would continue 
to fix the lighter as long as its owner sent it to 
the factory. After soldiers received the lighters 
in WWII, Zippo successfully marketed itself 
with a utilitarian, made-in-America image for 
the following half-century. 

Nonfamily CEOs ran it after the 1978 death 
of Blaisdell, who left Zippo to his family. By the 
1990s his daughter Sarah Dorn and her son, 
Duke, had bought out the rest of the clan. “The 
more family members that are owners, the 
more directions that they think the company 
should go. Sometimes the privately owned 
companies don’t make it,” says Duke, who has 
since acquired his mother’s stake, too. “Some- 
times people get impatient with the lack of 
temporary success, shall we say.” 

Zippo hit just that kind of a rough patch 
in the 2000s. Duke won’t comment on how 
far sales plummeted, but his displeasure with 
Zippo’s performance can be felt in his decision 
to make Booth CEO in 2001. (Booth had been 
running Zippo’s knifemaking subsidiary.) With 
only himself to please, Duke could wait for 
Booth to find the solution. 

The average age of Zippo’s customers then 
still hovered between 30 and 50 years old. It 
needed to think younger. Or else, Booth thought 
at the time, “all the buyers will have Zippos in 
their caskets, like Frank Sinatra.” (The crooner 
was buried with his trusty silver Zippo in 1998; 
replicas were handed out at his wake.) 

It needed to reach the generation—ages 18 
to 24—who were children when Sinatra died. 
To do it the company shifted ad dollars from 
print to Google AdWords and sponsored music 
concert series. They churned out lighters with 
Jack Daniel’s imagery and others inspired by 
the TV show Sons of Anarchy. (Skull images 
have proved especially popular.) All told Zippo 
produced 30,800 unique designs last year— 
up from 8,900 a decade ago, a 246% increase 
partly owing to a new Zippo.com feature where 
you can design your own lighter from scratch. 
Zippo has positioned itself as a maker of talis- 
mans, lucky charms—or something akin to cus- 


tomized belt buckles. “The Zippo lighter is a 
thing of taste,” Booth says. “Sometimes it’s used 
by folks just as a fashion statement.” 

That’s also the guiding light Zippo is fol- 
lowing in China. When Booth took over, the 
Chinese business didn’t exhibit so much as a 
pulse. Now it’s 13% of Zippo’s revenue (60% 
of sales come from overseas). Zippo first put 
boots on the ground there in 2012, and today it 
has a 15-person team in Beijing. It has opened 
14 retail stores in China—Zippo’s first plunge 
into creating its own stores—with another 35 
to come by 2015, all riding the idea of Zippo 
as an all-American lifestyle brand. The stores 
carry a Zippo-designed clothing line (logos on 
the interior tags only), with gear resembling 
J. Crew’s preppy woodsman style. The stores 
worked well enough for Zippo to open two Las 
Vegas stores—in the Luxor hotel and Planet 
Hollywood casino—earlier this year. Zippo has 
its eye on several more Vegas locations. 

Another brand extension: camping prod- 
ucts (grills, stoves, LED lanterns). It launched 
in 2012, and sales were around $3 million last 
year; Zippo hopes to hit $20 million by 2016. 

For now those products are partly made in 
China. Greater sales would make it economi- 
cally feasible to move those overseas jobs to 
Bradford (pop. 8,600), where Zippo remains 
the greatest source of blue-collar jobs, employ- 
ing around 950 workers. The Blaisdell fam- 
ily remains the town’s greatest patron, even 
making up the difference at the perennially 
lossmaking country club. 

Not everything Zippo tried caught fire. 
Booth originally created an ambitious plan to 
hit $300 million in sales by 2010: “We had the 
economic downturn. That set us back dramati- 
cally in terms of sales.” Zippo also planned to 
acquire more companies. It largely hasn't. 

Success enough, though, for Duke to dread 
Booth’s retirement at the end of 2015. A replace- 
ment will likely come from within the company. 
Duke has no plans to step down himself, but he 
is actively cajoling both his twentysomething 
sons to take his place. One has already worked 
at developing new lighter designs while on his 
college breaks. “This is just a metal box.” Duke 
says, twirling his Zippo in his hands and draw- 
ing deep on a cigarette. But, he says, “there’s a 
lot you can do with a metal box.” sk] 
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sie] “Genius is initiative on fire.” —WoLBRooK JACKSON 
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OLD NAVY 


1 A hit for cheap, good-quality 
kids’ clothes. Owned by Gap, 
it topped 27 other retailers 
in a recent survey of parents 
and boasted the highest “ad 
awareness” as well. Kooky 
pitchwoman Amy Poehler 
gets an A+. 


WAL-MART, TARGET 


Clothing-and-school-supply 

stalwarts battle Old Navy for 

parents’ affections. Also in 

the gentleman’s-C range are 

| unglamorous but reliable mall 
staples: J.C. Penney, Kohl’s, Macy’s, 

Sears, Marshalls and Kmart. 


ABERCROMBIE & 
FITCH 


j Struggles continue after a 
rough year for its reputation: 
parents rank it lowest in value 
for money spent. Other stores 
languishing in detention: 
skimpy Wet Seal, trendy Urban 
Outfitters, pricey J. Crew. 
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Where Belly Dancers Bid for You 


Buying local services online is still a hair ball, but it’s an $800 billion hair 
ball. A few young former policy wonks think they have a better Way. 


BY RYAN MAC 
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humbtack CEO Marco Zappa- repairmen and bartenders. For real recon- 

costa always knew his startup naissance he moonlighted as an Italian chef 

would be a family affair. Itbegan _ offering cooking lessons to unsuspecting cus- 

in 2009 in his brother’s house tomers, sharing his aunt’s recipes for home- 

until his elder sibling couldn’t made ravioli and lamb ragout. 
stand the ruckus and kicked him out. Zap- So it only seemed fitting that on a Wednes- 
pacosta got his parents to be the first testers day night in early August, prior to Thumb- Fixing roofs is more 
of Thumbtack’s website, a marketplace that tack’s announcement of a massive $100 million _ fun than fixing Social 
connects consumers with local service pro- investment led by Google Capital, he returned Security: THUMBENCK 


: : Se 20 cofounders Zappacosta 
fessionals such as floor remodelers, treadmill the favor and hosted a family dinner. Reclining and Swanson. 
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in his dining table chair, the bearded, thick- 
eyebrowed son of immigrants from Abruzzo in 
southern Italy could only grin, his uncle to his 
left chatting in a Roman accent into a cellphone, 
his in-laws to his right and his mother across 
from him looking awestruck at the converted 
warehouse in San Francisco that the startup 
now calls home. 

Five years on, Thumbtack has far outgrown 
Zappacosta’s family and, thanks to the startup’s 
newly lined pockets and clever business model, 
is poised to join some of the biggest names in 
local commerce, such as Yelp and Angie’s List, 
and beat back the advances of giants such as 
Amazon and eBay. 

Despite its size of 
$400 billion to 
$800 billion, local 


commerce is still a “I've been 
horrifically inefficient looking at 
market that is still reli- hel 1 
ant on phone calls, the the 0Ca , 
Yellow Pages, blind pr oviders 
faith ees claims space fora 
court. Yelp and An- . 
gie’s List have spent a one ee 
decade improving the This 1S really 
way we find plumbers the first 
and wedding DJs, but company I 
they still mainly offer found that 
d-up directo- ae 
Soe eee cracked it. 


ries. “They give you 
information, and then 
you have to do all the work,” says Thumbtack 
cofounder Jonathan Swanson. 

Thumbtack is more of a marketplace, like 
HomedAdvisor and Redbeacon, but has a far 
wider variety of services than all of them. And 
on Thumbtack the providers bid on you. If you 
need a DUI attorney or a belly dancing instruc- 
tor, you fill out an extensive questionnaire—is 
that Rags Sharqi- or Baladi-style dancing?—and 
Thumbtack’s software distributes your request 
to relevant and nearby pros, who then respond 
with a price and description of their services. 
The average job request on Thumbtack is $600, 
and businesses are charged anywhere from $3 
to $25 for the leads, what Swanson likens to a 
“marketing cost” that they could have spent 
on a Google or Yelp ad. Every year profession- 
als drop about $64.6 billion on localized ads to 
generate business leads, according to estimates 
from research firm BIA/Kelsey. 

With more than 70,000 paying profession- 
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als and 3 million successful job leads a year, 
Thumbtack sent $1.8 billion worth of potential 
business to local firms in the U.S. It has almost as 
many paying pros as Yelp has advertisers, and al- 
most half of Thumbtack’s activity comes from a 
mobile device. “It’s the Yellow Pages reimagined 
for the world we live in,” says Zappacosta. 

Plenty of bigger firms would challenge that 
statement, among them eBay and Amazon, 
which are both testing out service market- 
places. Yelp celebrated a decade of existence 
in August, while Angie’s List’s chief marketing 
officer and namesake, Angie Hicks, points to 
the fact that her company has been cataloguing 
reviews and relationships for 19 years and has 
“seen [startups] come and go.” 

But if Thumbtack’s fundraising is any 
indication, the company won't be disappearing 
anytime soon, unless it gets swallowed up. The 
company took on $30 million from Sequoia Capi- 
tal and Tiger Global in late May and that $100 
million from Google in August. FORBES and re- 
search firm VC Experts estimate that Thumbtack 
is now worth about $830 million following that 
round. “I’ve been looking at the local providers’ 
space for a long time,” says Google Capital’s David 
Lawee. “This is really the first company that I 
found that cracked it” 

Zappacosta, 29, and Swanson, 31, would be 
the first to admit that Thumbtack wasn’t a re- 
sult of some personal epiphany after searching 
in vain for a television repairman. The two have 
been scheming about starting some kind of big 
business almost from the moment they met as 
college policy wonks. (Zappacosta comes with 
entrepreneurial genes: His father cofounded 
Logitech.) They first united to start a political 
advocacy group to push Social Security reform. 
They both took leaves of absence from school— 
Zappacosta from Columbia and Swanson from 
Yale—to move to Washington, D.C. and further 
their nonprofit. The two eventually landed gigs 
as West Wing aides to George W. Bush’s eco- 
nomic advisors but spent their nights dreaming 
up ideas that could be compelling enough to 
enable them to quit their day jobs. One idea for 
a personal-finance management tool attracted 
potential investors, but the September 2007 
debut of Mint.com sunk their plans. 

Undeterred, the pair pushed'on, eventually 
stumbling on to the local services industry by 
scoping out why it wasn’t working. Says Swan- 
son: “I'd see a mover putting a flyer ona light pole 
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7 and offers companies regular 
i monitoring—for a fee. How 

] far can you trust a security 
company so hungry for press 

4 attention? 
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were they still doing this?” Confident they could 
have an impact in a multibillion-dollar market, 
they and fellow cofounders Sander Daniels and 
Jeremy Tunnell created TimeStrapped (later 
changing the name to Thumbtack after coughing 
up $36,000 for the domain name) and moved to 
San Francisco in the spring of 2009, 

In the early days Zappacosta and Swanson 
faced the chicken-egg dilemma of any budding 
marketplace: How do you get enough sup- 
ply (local pros) on the site to attract demand 
(consumers in need)? Shunning the traditional 
method of cold-calling, Thumbtack’s engineers 
scraped billions of Web pages to create a data- 
base of information on local pros. That helped 
them figure out where service providers looked 
online for new business. They bought targeted 
Web ads on those pages (Google, Facebook, 
Bing) to get them to sign up for Thumbtack. To 
this day the company has yet to employ a dedi- 
cated sales team to go after new businesses. 

What Thumbtack couldn’t figure out was 
how to get paid. It tried charging fees upon 
completion of projects, but that relied on busi- 
nesses to self-report on the honor system. Not a 
success. It tried a subscription model in which 
pros would pay a set price for an unlimited 
amount of introductions. That led to consumers 
getting spammed. Not a good user experience. 
More than 40 VC firms turned Thumbtack 
down until Javelin Venture Partners led a $4.5 
million round in early 2012. “We were about to 
let everyone go,” Swanson says. 

That gave Thumbtack a year of breathing 
room to find its solution, which came in early 
2013 with its current pay-per-lead model, which 
ensured the professionals would bid only on 
projects they could complete. “The real genius is 
that it’s pay-for-performance, and that elegantly 
aligns the incentives of the service providers 
with Thumbtack,” says Sequoia Capital’s Bryan 
Schreier, who met with the company half a 
dozen times before investing $12.5 million in 
June 2013. The new business model has led to 
a fivefold increase in revenue this year, putting 
the company at a current $30 million annual 
run rate, according to sources. Giliane Mans- 
feldt, who runs a photography studio in St. Paul, 
Minn., says she’s tried different online ads to 


attract customers but wasn’t getting the return 
she expected because “Minnesota is saturated 
with photographers.” On Thumbtack she pays 
about $4.50 a lead and knows that about one in 
five will result in a real job that averages about 
$250. Mansfeldt estimates that she has spent $75 
a month on Google ads for the same result. Keith 
Bishop, a personal trainer in St. Petersburg, Fla., 
allocates about $1,000 a month on Thumbtack 
because he can see the returns of his marketing 
“investment” as opposed to the “giant slot ma- 
chines” of Facebook and Google ads. 

But other pros have set up anti-Thumbtack 
groups on Facebook to decry what they see as 
scam leads they end up paying for and un- 
qualified providers challenging them for busi- 
ness. Yelp CEO Jeremy Stoppelman feels like 
consumers are treated like “shark bait” on the 
service, as it lacks the rating and review data 
they need to make more informed decisions. 
“The truth is,” says Zappacosta, “if we didn’t 
have enough people hiring, our pros would 
have already left.” Still, he acknowledges the 
shortcomings, which the company hopes to 
address by building upon its 485-person qual- 
ity control team in the Philippines to weed out 
spam requests and verify credentials for service 
professionals. Thumbtack is also experimenting 
with showing average pricing data on the site so 
consumers can see how much a job should cost 
in their area. 

Thumbtack has to make steady improve- 


- ments—and spend much of that $100 million 


it just raised on consumer marketing—to stand 
out from the big boys circling the space. For 

the last nine months eBay has been toying with 
eBay Hire, allowing consumers to book soccer 
lessons when buying soccer cleats. Amazon is 
pursuing a similar model with Amazon Local 
Services, testing out electronics installation and 
repair in Seattle, Los Angeles and New York, 
according to reports. 

“Amazon is intimidating because it’s a big, 
powerful company,’ says Zappacosta, who has 
had numerous talks with Amazon as it can- 
vassed the market. “But it’s competing with ba- 
sically every company on Earth. We're focused 
on our one thing, and we're going to outexecute 


anybody.” *| 
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* “We often miss opportunity because it's dressed in overalls and looks like work.” 


—ANONYMOUS 
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] Heading to Yosemite for the 

} annual group trek with the 

| guys but don’t want a repeat 

| of last year, when Bob got lost 
| and eaten by coyotes? Pick up 
| the goTenna (a preorder price 
41 of $150 for two; gotenna 

| .com), a compact metal-and- 
| nylon device that synchs to 
your phone via Bluetooth and 
} can then, via long-distance 

| radio waves, send messages— 
} whether “SOS” or “Back to 

| camp 10 mins; need whiskey 

| pls’—when you lack all cell 
connectivity, much less Wi-Fi. 
(No subscription is required.) 
| First caveat: Terrain and 

| elevation affect goTenna’s 

4 range greatly. If you’re atop 

| Glacier Point and wish to 

{ ping a pal at a high elevation 

| across Yosemite Valley, you’re 
| good for about 50 miles. Back 
on the valley floor, you'll get 

| maybe 5 miles. (In the city the 
| range is a mile or less, but it’s 
| the city. Send a text.) Second 
j caveat: GoTenna transmits 

| only to other goTenna-enabled 
} phones. So pick one up for 

| every member of your crew 

| before you depart civilization. 
| It’s what Bob, rest his soul, 

| would surely have wanted. 

| —Brian Dawson 





GoToMeeting — 


PALL). 





GoToMeeting is dependable, easy to use and works on a Mac, PC, smartphone or tablet. 
Your next meeting, close at hand. 
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Try it free for 30 days. gotomeeting.com 
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String 
Theory 


For four generations the 
D'Addarios have excelled at 
producing violin and guitar 
strings with small innovations 
that make a big difference. 


BY KARSTEN STRAUSS 


na 240,000-square-foot factory an hour 

east of New York City, several hundred 

workers buzz from shift to shift making 

strings for guitars, violins, Greek bou- 

f= Z0ukis and Turkish ouds, some 700,000 

per , Groups of workstations wrap thin nick- 
el or bronze wire around steel strands—all with 
laser-measured precision. Product is counted, 
packed and shipped around the world. Whir- 
ring with a thunderous clatter, the machines 
are off-limits to outsiders, since their designs 
are proprietary and a close-kept secret. 

Jim D’Addario, the 65-year-old CEO of a busi- 
ness started by his grandfather, surveys the floor 
with undisguised pride. He and his older brother 
John put much of it in place. “When I think of 
my grandfather’s shop I could never have imag- 
ined we'd be able to bring the business so far” 

It is a far cry from how it used to be done, 
when the brothers descended to their grandpar- 
ents’ basement in Queens, NY. in the early 1950s, 
where sour-smelling animal intestines stretched 
on racks were twisted into string bound for vio- 
lins, cellos and harps. Their grandfather Charles 
D’Addario toiled all week with a supporting cast 
of a half-dozen employees and family mem- 
bers before packing up product to be sold out 
of his car to luthiers and players from Boston to 
Washington, D.C. “He would dress up in a three- 
piece suit every day and then put an apron over 
it,” says Jim. “Even if it was 98 degrees he went 
downstairs and worked” 

Last year D'Addario netted an estimated 
$12 million on $169 million selling musical acces- 
sories, expanding at an average 6.2% a year during 
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the past decade. Its wares are endorsed by musi- 
cians such as Lenny Kravitz, Keith Urban, Peter 
Frampton and Dave Matthews. The company has 
also staked a claim on drums, horn reeds and basic 
accessories, deriving half its sales abroad. “In every 
product category they compete in they’re either 
number one or number two,” says Brian Majeski, 
market watcher and editor of The Music Trades 
magazine. D’Addario has maintained that perch by 
experimenting with a commodity good and refin- 
ing it through small, but significant, innovations. 

The family traces its craft back to 17th-century 
Salle, Italy. It first brought its string trade to the US. 
after a 1905 earthquake destroyed the town. Two 
brothers, Charles and Rocco, put down roots in the 
Astoria neighborhood of Queens (Rocco moved 
back to the old country soon after), first i importing, 
then making; strings sold for $2.50 a dozen. 

It was Charles’ son, John, the family’s sec- 
ond-generation CEO, who recognized the ben- 
efits of synthetic materials, like DuPont’s new 


From the basement to 

the factory floor: Jim 
D’Addario (above) and 
brother John Jr. have been 
a part of the business since 
it evolved from animal 
intestines to nylon and 
round-wound steel strings. 
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creation, nylon, invented in 1935. “A lot of harp- 
ists really were impressed because the strings 
stayed in tune longer and weren’t susceptible to 
moistureand humidity,’ recalls John Jr., 71. 

Charles held back when Elvis and the 
folk boom brought the guitar into the public 
spotlight. “My dad was a little more ambitious 
and curious,” says John Jr. So John Sr. split 
off in 1956 to form the Archaic Musical String 
Manufacturing Co. (later renamed Darco Music 
Strings) to make steel strings for the likes of 
C.F. Martin, Gretsch, Guild and D’Angelico. (It 
merged with D’Addario six years later.) He made 
his string’s steel cores hexagon-shaped instead 
of cylindrical, which gave the wires wrapped 
around them something to hold on to, creating a 
stable string that rang true. He also nickel-plated 
his steel—an industry standard to this day. John 
Jr. gravitated to the business end. Jim was a gui- 
tarist and a techie. “I like to tinker,” he says. 

By the late 1960s Darco was pulling in 
$600,000 in sales but in danger of disappear- 
ing. CBS had bought Fender, Steinway and other 
instrument makers; Norlin Corp. had swallowed 
Gibson and Lowrey, the organmaker. To survive, 
John Sr. decided he had to sell Darco to Martin, 
which represented 30%-plus of sales. The mar- 
riage didn’t last: Martin projected great growth 
through a public offering that never happened 
and a couple of acquisitions that failed. The 
D’Addario family exited in 1974 to start up again. 

Time for John Jr. and Jim to run the show. 
Their dad’s move-fast-and-break-things M.O. 
conflicted with their ideas of order and market 
research. “It was almost a grocery store mental- 
ity as opposed to running a global business,” says 
Jim. “He wouldn’t be able to comprehend what 
we have to do today.” That first year, with 20 em- 
ployees producing strings for instrument com- 
panies and developing direct-to-dealer sales, 
D’Addario pulled in $1 million. “Last Friday,’ Jim 
says, “we booked $2.7 million in one day.” 

Over three decades, as the business expanded, 
they continuously tweaked their automated 
equipment. “Whenever a major innovation was 
developed we would retrofit the entire fleet of 
machinery,” Jim explains. Examples: modifying 
winding machines with high-end motors that 
eliminated human error, and using digital con- 


trols to adjust the wire tension to within a tenth of 
a pound. “I used to build the control panels in the 
basement of our home after dinner,” recalls Jim. 

Incorporating Toyota lean-production ef- 
ficiencies in 2007 helped cut product reject rates 
from 3% to 0.2%. “With competitors like Martin 
and Fender making strings in Mexico at lower 
cost,” Jim says, “we needed to be the highest- 
quality low-cost producer.” Yet, in the pit of the 
2008 recession the company cut Chinese-built 
components from 13% down to 5%. 

D’Addario has also picked up tricks of effi- 
ciency by acquiring companies. Among its grabs: 
Evans Drumheads, ProMark Drumsticks and 
PureSound Percussion, as well as Rico Reeds, 
which pitted it against rivals like the German 
Pirastro and the French Vandoren. In guitar 
strings, D'Addario competes with Ernie Ball, 
Elixir Strings and, of course, Martin. 

Last year sales of accessories reached $500 
million in the U.S., an intermezzo compared 
with the $3.1 billion worth of musical instru- 
ments. But the category is actually growing—by 
more than 5%. Why? Guitars, violins and horns 
are better made these days and don’t need to be 
bought as often, says Joe Lamond, president and 
CEO of the National Association of Music Mer- 
chants. But drumsticks, strings and sax reeds are 
not optional buys, he says. “Those consumables 
wear out and need to be replaced frequently.” 

One thing that doesn’t seem to wear out is 
family management talent. John III, the 43-year- 
old president, worked at the factory every sum- 
mer in shipping and receiving. After graduating 
with a business degree from the University of 
Richmond and spending three years with a cos- 
metics maker, he came home to D’Addario, learn- 
ing engineering, product development, pr. and 
sales. (While there are more than 30 family stake- 
holders, each receiving dividends proportionate 
to ownership, few are chosen for leadership.) “To 
this day, when I walk in the door here, I know ’m 
under the microscope,” John III says. “And every 
subtle thing that I do is closely looked at” 

J3, as he’s known, is doing his own close 
look—at the future. “I see us investing consid- 
erably in time, resources and money in newer, 
higher-quality raw materials,” he says. As in? 


That’s another trade secret. *k 
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* “There 1s geometry in the humming of the strings; there is music in the 


spacing of the spheres.” —pytHacoras 
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| WHERE THE 
| MONEY IS 

| Access to capital is 
| never easy: Your credit 
| cards are tapped; 

rich Uncle Murray no 

| longer takes your calls. 
| Crowdfunding is great. 
] But what if you need 

| more than $10,000? 


VC/ANGEL 
FUNDING 


| !n Q2, VCs sank $13 billion 

| into 1,14 deals—the biggest 
| number in 13 years. First- 

} timers raised $2 billion 

] of that. Angels upped 

| their ante in Q2 as well, 

| increasing 16% in the U.S., 

| with Web services leading 

]_ the way. 


IPOs 


| Record highs again in Q2: 

] 83 listings raised $21 billion 

] inthe US, and forecasters 
estimate 300-plus offerings 
| this year. Good luck 

| attracting a top-tier bank 
and eager investors, though. 


BANK LOANS 


j Small-biz lending is down 

| 20% since the financial 

| crisis. Community banks— 

| the traditional lenders—are 
| disappearing into the maw 
| of bigger institutions. 

] And with bigger reserve 

| requirements, who wants to 
| risk money on startups? 
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ALL OF THE PEOPLE. 
THAT’S OUR MISSION. 


IT GETS US OUT OF BED IN THE MORNING. 










4 MILLION 
OPEN JOBS 
IN THE U.S. 


AND IF YOU'RE NOT HIRING 


BETTER PEOPLE, 
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TRUTH BE TOLD, 


WE WON'T BE DOING MUCH SLEEPING UNTIL WE 


MAKE IT HAPPEN. ) POR MOST CONES 
: 70% OF OPERATING 


EXPENSES IS 


IN HUMAN CAPITAL. 


AND IF THEY’RE NOT THE RIGHT PEOPLE, 
THAT OTHER 30% WON'T MATTER MUCH: 
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an a shock-absorbing helmet 
designed by a doctor and backed 
by a billionaire help solve the 

; NFL’s concussion crisis? 

- A partial answer lies inside a 
hulking warehouse in Tewksbury, Mass. On one 
side of the factory 60 contract workers pump out 
1,000 football helmets a day for Xenith, which 
has a patented design to take hard knocks. On the 
other side a few manned computers measure the 
effects of slamming helmet-clad dummy heads 
into arubber pad at 12mph or more. “We feel our 
helmets manage a wide range of hits that a player 
experiences,” says Chuck Huggins, the 54-year- 
old CEO. Yet he concedes, “There is no such 
thing as a concussion-proof helmet.” 

There’s the rub. With the recent $765 million 
settlement on behalf of thousands of former 
NFL players claiming brain damage, the greatest 
crisis ever to hit America’s most popular sport is 
creating new opportunities for entrepreneurs. 
Everyone is clamoring for new technologies 
in the $530-million-a-year football equipment 
market. But it is also drawing intense scrutiny 
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from the public, lawmakers and the Federal 
Trade Commission. Xenith has to walk a careful 
line in its marketing claims and spend up for in- 
surance in a highly litigious climate. It must also 
contend with far bigger rivals like Riddell and 
Schutt, as well as declining helmet sales. 
Xenith’s founder, Vin Ferrara, is a former 
Harvard quarterback who decided to put his M_D. 
and M.B.A. from Columbia to work a decade ago. 
Welding a network of air-filled shock absorb- 
ers into a helmet liner, he designed a protective 
layer that offers a near-custom fit—in contrast to 
the stiff foam padding in traditional gear—and al- 
lows the outer shell to move independently of the 
head. It took Ferrara five years to create a working 
model and train a sales force. In 2009 Xenith sold 
$2.4 million worth to 60 customers—regional 
team dealers selling to high schools and youth 
leagues. By then it had burned through $9 million, 
Those early losses were covered by high- 
impact investors: individuals from Allen & Co., 
Quicken Loans founder and billionaire Dan Gil- 
bert, and asset manager W. Whitfield Gardner. All 
told they’ve put in most of the $30 million raised 


Goal line defense: 
CEO Chuck Huggins’ 
challenges include the 
declining popularity 
of youth football. 
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Safety and 


Efficiency: 


Key Factors for Successful Fleet Management 


BY MICHAEL RONEY 


Nearly 17 million fleet vehicles travel America’s roads every day, transporting the goods and people who 
fuel the U.S. economy. Yet fleet operations must achieve ever-greater efficiency and safety in the face of 
higher performance expectations, increased regulatory and operating costs, a deteriorating national highway 
infrastructure and rising road congestion. 


Safety First 

The vehicles themselves are a key part of 
the safety equation, according to Mark 
Oldenburg, National Fleet Marketing, 
Mobility and Strategic Planning Manager 
for Toyota. "When you look at the 2015 
Camry or 2015 Sienna—both passenger 
fleet favorites—the sleek styling is what 
draws everybody at first, but then they see 
what else we've added: the simplified, more- 
intuitive controls, and the 4.2-inch multi- 
informational display that’s conveniently 
located in the meter cluster to help keep the 
driver's attention on the road. 

“They also are impressed with the avail- 
able advanced safety features we offer that 
include a pre-collision system and blind spot 
monitor with a rear cross-traffic alert,” he 
notes. “In fact, with Toyota's Star Safety Sys- 
tem, we have become the first full-line manu- 
facturer to include anti-lock brakes, traction 
control, brake assist, vehicle stability control, 
electric brake force distribution and smart- 
stop technology as standard equipment 
across all of our models.” 

Additionally, Oldenburg explains, “We're 
very fortunate to be in a position where our 
vehicles sell in large volumes, so we can amor- 
tize those costs to provide the highest-quality 
product and choice of models with excellent 
mileage estimates and advanced safety fea- 
tures at a very affordable price. These factors 
help provide Toyota with a strong and stable 
position from which to compete.” 


A Trusted Partner 
As in all businesses, a trusted brand is 
immensely valuable. “With the limited amount 
of time that fleet managers have to stay up on 
all of the government regulations and all of 
the changes to technology, they need to go 
and search out those brands that they trust,” 
Oldenburg states, 

“Those looking to streamline the process 
and eliminate the risk associated with going 


“We're very fortunate to be in a position where our 
vehicles sell in large volumes, so we can amortize 
those costs to provide the highest-quality product and 
choice of models with excellent mileage estimates and 
advanced safety features at a very affordable price.” 


—MARK OLDENBURG 
TOYOTA 























Top: 2015 Toyota Camry XSE; bottom left: 2015 Toyota’Sienna (Prototypes shown with options. Production models 
may vary.); bottom right: Toyota Fuel Cell Vehicle (Concept vehicle shown.) 


with the latest and greatest need to be wary 
of claims offered by other manufacturers 
that may not have a proven reputation. At 
Toyota, we're proud to be a resource that fleet 


Managers can rely on, knowing that we will 

always stand behind our product and sup- 

port our customers’ needs.” 
fleet.toyota.com 
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(the last round in 2011 gave Xenith an estimated 
value of $35 million). The company has also 
leaned on a $12.8 million credit facility—a must 
since it takes orders from 500 dealers in May but 
can’t book revenue until October. This year it 
should nearly break even on $10 million in sales. 
A big challenge: nuancing ad copy. Huggins 
defends Xenith’s claims—‘“Better Fit. Better 
Comfort. Better Protection.”—by citing the 
maximum five stars its current models got in the 
latest Virginia Tech Helmet Ratings, the de facto 
safety standard in the industry. Never mind that 
Xenith once scoffed that “stars are for kinder- 
gartners” at a time when it had lower ratings. 

Or that concussion specialists like Dr. Robert 
Cantu, a clinical professor of neurosurgery at 
Boston University, point out that Virginia Tech’s 
star ratings aren’t based on key on-field obser- 
vations. “There may be some differences in 
measured accelerations, but whether that really 
translates into better protection is highly con- 
jectural,” he explains. Huggins does point to the 
company’s efforts to educate players on the haz- 
ards of the game via its “Enlightened Warrior” 
campaign, adding, “You don’t want to mislead 
the consumer as to the risks of playing football” 

That got Riddell into a fix. In April 2013 it 
lost a case in Colorado brought by a former high 
school football player who, while wearing one 
of its helmets, suffered a subdural hematoma, 
which left him partially paralyzed. The jury 
found Riddell liable for $3.1 million of the $11.5 
million award on the grounds the company failed 
to provide adequate safety warnings. “People 
get the idea that helmets somehow protect from 
concussions, and they don’t,” says Frank Azar, a 
Denver personal injury lawyer who represented 
the plaintiff. Riddell has filed an appeal. 

While Xenith has dodged any legal action, 
it was targeted in a 2013 FTC probe, along with 
Riddell and Schutt. No enforcement action re- 
sulted, but all three agreed not to use potentially 
deceptive or unsubstantiated claims. Riddell had 
to renounce marketing that said its Revolution 
helmet reduced risks of concussion by 31%. 

Riddell is still a mighty player, with an army 
of some 250 sales reps and a stranglehold on half 
the $125 million market for football helmets. Its 
patent suits helped put Schutt into bankruptcy 
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in 2010 (its assets were acquired by Platinum 
Equity, controlled by billionaire Tom Gores). But 
Riddell has shown vulnerability, too. Besides the 
Colorado suit, it’s been named in six or more 
other class actions, including the NFL retiree 
case. (Riddell won’t comment on pending cases 
but says it’s always been committed to player 
protection.) Outside the court it lost its status 

as an “official” supplier of helmets to the league 
after last season, ending a 24-year run. 

Keeping out of legal trouble is expensive. 
Xenith spends nearly ten cents of every dollar 
on product liability insurance, some $700,000 
a year. That’s on top of high costs for marketing 
and sales, which explains why there are just four 
big players in this racket (Rawlings reentered it 
in 2011 and has grabbed more than an 8% share). 
At Xenith one-third of total spending goes to 
R&D; while those costs are slowing, the com- 
pany can’t cut too many corners. It has to grow. 

But while its revenue has climbed an aver- 
age 32% a year since 2009, helmet demand has 
fallen. Concerns about concussions and alterna- 
tive activities have pushed football participa- 
tion down 27% over five years. Xenith’s goal: get 
its helmets into top leagues, exploit its base of 
young players and expand beyond football. 

More than 100 NFL players will be wearing 
its helmets this season, though the only paid 
endorser is Philadelphia Eagles running back 
LeSean McCoy. Xenith has gotten its helmets 
onto players at Notre Dame, Miami, Illinois and 
Oregon, among other college teams. But college 
and pro ball represent only a fraction of Xenith’s 
business. Nine in ten helmets go to high schools 
and youth leagues via regional team dealers. 

Xenith will soon move into hockey and 
lacrosse. Those helmets are not quite ready for 
mass production. Two U.S. Army grants will 
help develop headgear for Special Ops forces. 

Still, its key play is to move down the field it 
knows best, trying to outmaneuver rivals with 
a better helmet. Example: Xenith’s dual-layer 
helmet construction, which supposedly helps 
absorb rotational forces. “We’re only going to 
get better with such innovation,” Dr. Cantu says. 
And if Xenith’s technology lives up to its bill- 
ing? “If it does work,” says plaintiff lawyer Azar, 
“they'll own the football market” * 





‘Tf you get a little headache or something you're not going to say 


anything. This is football, and everyone gets their heads rattled a little 


Dit.”—JAMIE SILVA, FORMER INDIANAPOLIS COLT 
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BLGNDINe 


| COMPANY 

| D.LIGHT 

| Its solar devices ($30 to 

| $150) have illuminated lives 
in 60 mostly developing 

| countries. Now it offers 

| a half-dozen ways for its 

| (generally poor) customers 
| to afford them, including a 
| pay-as-you-go alternative. 





| What the 55 million 

| Forbes.com users 

| are talking about. 

| Fora deeper dive go to 

| FORBES.COM/ENTREPRENEUR# 


| IDEA 

| REPUTATION PLATFORMS 
They’re proliferating. Your 

q online rep /s your character, 
| and who you are in one 

i arena is how you're seen 
everywhere. The Yelp for 
your business might not 

] exist yet, but it’s coming. 


| PERSON 

| NOMIKI KONST 
} She's a refugee from 
politics, having interned for 
} Hillary’s 2000 Senate race, 
| raised funds for Obama 

} and run unsuccessfully 

| for Congress. Now 

her nonprofit, The 

| Accountability Project, 
probes public- and private- 
| sector misdeeds alike. 
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eevies GREAT 
INSPIRATION 


When you partner with Cessna, you get more than an aircraft. You get the 
widest range of offerings available in aviation, including the broadest 
product line, the largest global service network, and an 85-year lineage 
of success. This is aviation authority. 





CITATION M2 
An inspired design with 

aerodynamic winglets and 
more thrust for improved 
performance. 








LEARN MORE ABOUT OUR COMMITMENT TO AVIATION AT CESSNA.COM 
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401(k) Fee Escape Artists 


Here are five ways to avoid being gouged on your retirement account. 


BY WILLIAM BALDWIN 


MODEL 
PORTFOLIOS 
FOR MODEL 
SAVERS 


Someone with a $100,000 
salary should have 
$100,000 in retirement 
accounts by age 35 and 
$800,000 at 65. These 
sample portfolios use 
exchange-traded funds 
with low expense ratios. 


WHAT’S YOUR 401(K)’S composite ex- 
pense ratio? Higher than 0.1% a year? Then 
you should be looking for an escape hatch. It 
could save you a pile of money. 

If the mere question about ratios leaves 
you flummoxed, you have company. Plenty 
of employees don’t pay attention to what 
they are losing to fund fees. They should. 
The difference between high-cost funds 
and low-cost funds could easily add up over 
the course of a career to several hundred 
thousand dollars. 

The operators of retirement plans and 
even employers do not necessarily mind the 
state of confusion that prevails. One way or 
another the considerable paperwork cost of 
a 401(k) must be paid, and the most com- 
mon way to do that is to extract it via fund 
expense ratios. The plan may offer a few 
bargain funds, yet still depend for its 
economics on having most of the workers 


AGE 35 
$100,000 


SCHWAB 
U.S. AGGREGATE 
BOND 
(SCHZ) 





VANGUARD re BGA 
U.S. BROAD 
TOTAL E MARKET 
INTERNATIONAL (SCHB) 
STOCK 
(VXUS) 


72 | FORBES SEPTEMBER 8, 2014 


wander blindly into higher-fee options. 

To get your’costs down, you may have 
to be a bit creative. Consider these 
real-life cases. 

X, 23, has just joined a fast-growing West 
Coast technology firm. The pay is high, but 
the 401(k) plan is bad. There’s no employer 
match, and most of the funds on offer are 
expensive. Employees who sign up but 
neglect to make an investment choice are 
deposited into a balanced fund (a mix of 
stocks and bonds) that costs a rapacious 
1.28% of assets annually. 

Not wanting to pass up the valuable tax 
deferral, X is contributing the maximum 
$17,500 a year. She wants a mix of stocks and 
bonds. There’s one cheap stock fund avail- 
able, an S&P 500 index fund at 0.09% a year. 
But the cheapest bond fund, American Cen- 
tury Ginnie Mae, costs 0.55%. 

Solution: She will put her entire 401(k) 


AGE 50 
$400,000 


SCHWAB 
U.S. TIPS 
(SCHP) 


10% 
SCHWAB 
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BOND 
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20% 
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OPEN WINDOWS 


A survey of 401(k) plans by Aon Hewitt shows big 
employers are warming up to the “brokerage window,” 
which lets savers buy funds (and sometimes securities) 
not on the main menu. 


40% 
PLANS OFFERING 
SELF-DIRECTED 
BROKERAGE WINDOW 
29% 
26% 
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14% 
12% 
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30% 


SCHWAB 
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contribution into the stock index fund. Then 
she will restore her balance by adjusting 
other assets. She has an inherited IRA at 
low-cost Vanguard. She’ll shift some of that 
money from stocks to bonds. With an invest- 
ment of $10,000 or more, she is eligible for 
the bargain share class of the Vanguard Total 
Bond Market Index mutual fund. Annual 
cost: 0.08%. 

Y, 37, is a new partner in a medical prac- 
tice. There are all manner of compliance 
costs for retirement plans, and those costs 
must be recouped. The best the three docs 
could do was a menu drawn from the Ameri- 
can Funds collection, priced at 0.58% to 
1.13% a year. 

The doctor’s plan has an escape hatch. For 
a $100 transaction fee, a participant can use 
a “brokerage window” to buy just about any 
security. When his balance gets big enough, 
it will make sense for him to pay the fee and 
buy a dirt-cheap exchange-traded fund on 
the New York Stock Exchange. Schwab and 
Vanguard have ETFs costing as little as 0.05% 
a year. 

Suppose Dr. Y moves $100,000 over to the 
Schwab U.S. Aggregate Bond ETF, with an 
expense ratio of 0.06%. His annual portfo- 
lio cost will go from $580 (or worse) to $60, 
He'll gladly pay the $100 transaction fee, a 
brokerage commission and a bid/ask spread 
of a few cents per ETF share. 


with a Fidelity-managed 403(b) plan, 
something very similar to a 401(k). 
The menu includes some low-ex- 
pense stock index funds. But the 
cheapest fixed-income choice 
is the Fidelity Intermediate 

Bond Fund at 0.45% a year. 

The $500 million plan 
has a brokerage window 
with a $75 fee. This win- 
dow is opened just a crack: 
Z may not buy ETFs, and 

when he gets a Vanguard 
fund he is herded into the 
expensive share class. 

Last year Z crawled through 
the window with $172,000, put- 
ting the money into the Vanguard 
bond market index fund at an expense 
ratio of 0.2%. His savings will run to $430 
a year. 
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Z is a 61-year-old manager at a nonprofit 



























GO 
CONSIDER 
STOP 


| WALLY’S 

| WORLD 

Wally Weitz might not 
| be the most famous 

| value investor in 

] Omaha, but his Value 
Fund has returned 

| 11% ayear since 1986, 
and his firm’s assets 

| under management 

| have grown to over 

$5 billion. What’s his 

| outlook amid a choppy 
| market? 


LIBERTY MEDIA 


| “Grow, generate free cash 

| flow, buy back stock and 

| repeat: That’s the John 

| Malone model, and it works 
| at all Liberty properties— 
Liberty Global and Liberty 
| Interactive, too.” 


TRANSDIGM 


“This maker of commercial 
| and military aerospace 

| components is a great 

| business that continues to 
| increase in value. But it’s 

| not cheap enough to buy 
4 right now.” 


HIGH-YIELD 
NO-GROWTH 
EQUITIES 


{| “Beware stocks with 

these characteristics! 

| Many are simply returning 
| shareholders’ capital and 

| leaving little for the future, 
| like some royalty trusts 

| with limited life span.” 
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at prices above or below the ETFs 
ill reduce returns. 
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An investment strategy that 

isn’t precise can leave your 

* portfolio in knots. So what 

do you do when your investments are no longer 
tied to your goals? 

As pioneers in the field of exchange traded 
funds, State Street Global Advisors can help 
you make the necessary adjustments - so you 
can precisely match your investments with 
your strategy. And with over 130* different 
SPDR ETFs, you can have access to virtually 
every asset class. 

When it comes to your portfolio, you don’t 
want any loose ends. To learn more, visit 
spdrs.com/highlights. 


SPATE STREET GLOBAL ADV 


Precise in a world that isn’t. 
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RETIREMENT 
ON A BUDGET 


For small firms there are three ways to 
shortcut the thicket of 401(k) regulations, says 
Brian R. Hogan, who oversees small-business 
retirement products at Fidelity Investments. 
Fees are minimal, although participants have 
to either meet investment minimums for the 


workers. Two in five large-company plans 
have the brokerage escape hatch (see chart, 
pws) 

Says David Gray, a vice president in 
Charles Schwab’s retirement business: 
“We’re seeing less and less of a tendency to 
subsidize 401(k) administration with fund 
fees and more and more transparency in 
costs.” 

That plays into his hands: Schwab man- 


fi ee AT 


‘| Forbes.com users 


are talking about. 
For a deeper dive go to 


FORBES.COM/INVESTING 


PERSON 
RICH KINDER 


Houston-based billionaire 
creates America’s third- 








mutual funds they buy or else pay brokerage 
commissions (usually $8) to buy ETFs. 


largest energy company 

| (after Exxon Mobil and 

| Chevron) witha surprise 
$70 billion merger of the 
| four publicly held firms he 


ages the brokerage window for a lot of plans 
that use some other firm to administer the 
401(k), and it sells low-fee ETFs. Gray says 
that among plans with both separately billed 


The Simple IRA is available to companies 
with no more than 100 workers. The employer 


must contribute at least 2% of each worker’s administration charges and index ETFs as Deo iole 
pay; employees cannot contribute more than the core of the investment menu, portfolio 
$12,000 ($14,500 if you're at least 50 years old). fees average no more than 0.1%. , Pants 


Annual administration fee: $25 per account. What to do if you are trapped in a high- 


cost plan? 

Complain. Oracle offers its employees a 
liberal low-cost brokerage account as well as 
mutual funds with fees as low as 0.02%. Why 


| Fissures appear in the 

| bottom line as Shamu Inc. 
| draws the ire of Congress, 
PETA and other activists 
over its treatment of 
orcas. Big stakeholder 


The Simplified Employee Pension has 
no limit on the number of workers and no 
administration fee. The employer must 
contribute the same percentage of pay for 


all employees, so this choice makes sense if can’t we get that? B Brack store sk Gotta 
- either all the employees are family members Use the window. It will almost always save | soaked. 
or the business owner is extremely generous. you money once your balance hits six figures, _| 
Employee contributions are not permitted. ; ‘ 3 | THEME 
You'll find model portfolios for three differ- | MARKET DIVERGENCE 
The Solo 401(k) is best for a self-employed ent ages of employees on pages 72 and 73. | Stocks trudge despite a 


person with no other workers besides a 
spouse. The amount that can be set aside, 


mostly robust earnings 
| season; revenue winners 


Counterbalance. Do what X did in the plan 
lacking affordable bond funds. Get whatever 


determined by a complicated formula, is is cheap, and if that leaves you lopsided, fix { include the modern 
usually equal to $17,500 plus 18.6% of net the problem using assets outside the nian Peo nes : 
income, with a $52,000 maximum. Older Make a withdraal Somepin eee é | Armour) and the vintage 


players can throw in another $5,500. (US. Steel). 


some workers to take out some or all of their 
money while still employed. The restrictions 
may relate to your age and/or how much of 
the money came from company matches. 
Proceed cautiously, and arrange a custodian- 
to-custodian transfer so that you don’t have 
tax problems. 

Quit. When you change jobs, you can roll 
your account into an IRA that has no account 
administration charge. You can then buy any 
ETF you want. 

Why do brokers have better deals for 
small IRAs than they do for 401(k) plans with 
thousands of participants? One reason is the 
plans have to prove that they are not discrim- 
inating against low-paid workers. Individual 


savers do not. sk) 





A survey by benefits consultants Aon 
Hewitt found that 76% of large employers 
have workers pick up all the costs of 401(k) 
administration. Among employers that push 
all or some of the costs onto employees, a 
rising minority (now 26%) assess account 
administration fees, such as $25 per account 
per year. The rest continue the tradition of 
burying costs in overpriced funds, a practice 
that helps youngsters with tiny balances but 
hurts workers who have been around long 
enough to accumulate respectable sums. 

The game seems to be tilting to the older 


TOM UHLENBROCK / MCT / NEWSCOM 





FINAL THOUGHT 
‘Preparation for old age should begin not later than one's teens.” —pwieut L. Moopy 
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DIAMONDS 0.17 CARAT 


www.baume-et-mercier.com 
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Sawmill Road | Easton Town Center | www.diamondcellar.com MAISON D'HORLOGERIE GENEVE 1830 
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COMPASSIONATE SILICON 





A THOUSAND YEARS from now, for shareholders. They will provide the sen- 
when anthropologists try to make sors that will lead to more sensitivity—mea- 
sense of the self-obsessed civilization suring heat, velocity, acceleration, distance, 
that sprawled across the planet inthe perhaps scent and more—and the good news 
third millennium, they will marvel at is that after years of neglect they are mostly 
the rectangular communications de- trading at sensible prices. 
vices that urbanites carried like amu- Gartner researchers have noted that in 
lets and stared at for hours on end. 2009 there were 2.5 billion connected de- 
So much talking, texting and photo- _ vices, and most were PCs, smartphones and 
' snapping, they will muse, and yet so tablets. By 2020 analysts expect more than 
| little understanding or consideration, 30 billion connected devices, and every con- 
as evidenced by a rising incidence of nection requires at least one chip. 
violence and mass murder. So much entertainment at one’s finger- At the top of my list is NXP SEMICONDUCTORS 
tips, and yet so much more numbness to mayhem and blood lust, (NXPI, 64), which was spun off from Dutch con- 
as reflected in popular TV shows such as Game of Thrones and The glomerate Philips eight years ago and then 
Following. taken public in 2010. Skeptics scoffed that the 
So much capacity to connect, in short, and yet so little real connec- IPO was merely a liquidation event for pri- 
tion. Apple has an opportunity to change all that with its iPhone 6. vate equity pirates who had picked it clean of 


Can Apple make a device that is more human, instead of merely amp- _ booty, but the new management has cleverly 
ing up features that have you poking at square-shaped apps or shout- _ sheared off unprofitable business lines and 
ing instructions at an automaton, creating a sense that modern lives created a company with top-ranked chips in 
have become an always-on state of constant hovering? all the markets that matter now, including 
Not likely. Unfortunately Apple is playing catch-up, finally offering near-field communication, smart identifica- 
larger screen sizes, longer battery life and some rudimentary biomet- _ tion, automotive telematics and a stunning 
array of sensors. The stock is cheap at 12 


EY OLLIE ES D.C Xe 0 OT errs eases aaa), which 
THAN 30 BILLION PeO AA ECTED oe makes high-def-video chips irae the envy 


DEVICES, AND EVERY CONNECTION ee of the industry, the result of years of research 
| REQUIRES AT LE. AST ONE Gus abe oe into the science of compressing extremely 


detailed moving images in real time over 
rics. It could usher in the vaunted new Internet of Things, but thatis wireless networks. AMBA chips power the 





likely to be another soul-crushing technological development. How popular GoPro wearable cameras, as well 
about an Internet of Compassion instead, a new Web experience that as consumer drones and, most profitably, IP 
delights consumers by leading to more caring and less calculating, security cameras. Once someone figures out 


more probity and less probing, more e-motion and less e-monitoring? how to get these on a mobile handset, it will 
To help create the Internet of Compassion, Apple and other smart —_ be lights out. Shares trade at 22 times forward 


device makers will have to depend more on silicon than on software. earnings, which is modest for a small, accom- 

Clever instruction sets need processors that give them the power to plished, patent-protected company. 

work in real time. Chipmakers have fallen out of favor, eclipsed by A third is skyworks (SWKS, 54), a $10 billion 

programmers, social networks and devices. chipmaker at the heart of the wireless connec- 
I would not be surprised to see the next five years usher in the tivity and sensor revolution, with low-power 


return of semiconductor makers to the top of the value-creation heap _ analog products for which creative devicemak- 


ers are finding new uses every day. The stock 


20N D. MARKMAN IS PRESIDENT OF MARKMAN CAPITAL INSIGHT, AN INVESTMENT RESEARCH FIRMBASEDIN __ trades at 14 times forward earnings. CF) 
SEATTLE, WASH. 
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THE CASE FOR JUNK 


EVER SINCE THE financial melt- 
down of 2008 bond rating agencies 
have suffered a severe credibility 
crisis among investors. Many factors 
played into their failure to warn us 
of the impending crisis, but I believe 
the most basic was that accounting 
is part art and part science. Wall 
Street’s math geniuses are experts 

at exploiting the artistic side of ac- 
counting with financial products that 
defy precision and take advantage 
of the shortcomings in current rules, referred to as GAAP. They 
also created new products and structures for which rules based on 
experience didn’t yet exist. 

Credit rating agencies faced a daunting task in properly evaluating 
these products and structures in no small part because lowly agency 
analysts with limited experience were pitted against the best and 
brightest financial minds in the world. The best and brightest would 
get bonuses for short-term results and had little regard for institu- 
tional or systemic risks. Credit agencies, of course, were inherently 
conflicted because over 40% of their revenues in the years leading up 
to the financial crisis came from rating flawed hybrid instruments. 

In the aftermath of the financial crisis we have even larger fi- 








CREDIT RATIN es yyine MATTER [Ne 


PASS-FAIL MEASURE. ANYTHING MORE | 


PS TS No Bol 


nancial institutions. We also see unprecedented financial oe 
which makes capital so plentiful that its rate of return is discon- 
nected from both inflation expectations and credit risk. There has 
been a large issuance of below-investment-grade bonds and other 
debt instruments with much weaker restrictive covenants in their 
indentures. Their coupon interest rates don’t compensate the buy- 
ers for the ratings’ implied risk. But do these bond ratings truly 
measure risk? I say no. 

The ability of below-investment-grade entities to borrow large 
sums of capital on favorable terms improves their chances of prosper- 
ing and surviving. They face a much lower debt-carrying cost than in 
the past, which makes them more competitive. 

A second argument against the importance of credit ratings is 





the pyramid structure of traditional ratings. 
Under this system an institution that has 
multiple layers of capital must have each 
issue rated in a declining order based on its 
relative standing in a bankruptcy proceed- 
ing. This has the perverse effect that a “too 
big to fail” bank like Bank of America can 
be rated A on its senior unsecured debt but 
have its junior subordinated debt rated as 
low as BB. The point here is that the likeli- 
hood of a company failing is best measured 
by the rating of its most senior unsecured 
paper. If that rating implies a low chance of 
default, I believe an investor can confidently 
buy the junkier paper and collect 100 basis 
points of additional yield with little addi- 
tional risk. 

‘That is why I still like high-yield bonds 
today. Historically, high-yield debt has of- 
fered the best total return—and the finan- 
cial consequences of the 2008 crisis have 
only improved its prospects. The current 
tapering policy by the Fed will run its 
course by October, after which there will 
be a de facto tightening of credit and pres- 
sure for rates to rise. This will only intensi- 
fy if current Fed debt holdings are allowed 
to run off as they mature. 

Junk bonds are a great source for cash in- 
come and are not as sensitive to Fed policy as 
investment-grade bonds. 

I currently like two closed-end funds, FIRST 
TRUST SPECIALTY FINANCE AND FINANCIAL OPPORTUNI- 
TIES FUND (FGB, 8.76) and VOYA PRIME RATE TRUST (PPR, 
5.53). FGB yields 8.2%, pays quarterly and 
trades at a small premium. PPR yields 6.1%, 
pays monthly and trades with a 7% discount. 
The lower yield on PPR is attractive because 
the loan portfolio is made up of floating-rate 
securities. 

Yes, credit ratings still matter, but mainly 
as a pass-fail and directional measure. Any- 
thing more requires real due diligence. @ 
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SELECTIVITY AS A SAFE WORD 


MANY SAY THAT bonds are overval- 
ued. True. But so are stocks, real estate, 
art and collectibles. That is why for the 
rest of this cycle it’s smart to manage your 
bond volatility, also known as duration. 
The longer the duration, the more your 
bond value will fluctuate as interest rates 
| move. If this sideways-moving interest 
rate environment changes course, inves- 

| tors will seek ways to keep their portfo- 
.._lios intact. Regardless of what the Federal 

Reserve does, there is a great way to 
protect your principal while still providing yield: Shorten your duration. 

Nowadays most of us really hate to fly. What a pain—long TSA lines, 
snarly airline employees, shoes off and on, bare-bones or no amenities. 
Blank out the experience and examine how profitable the industry has 
become. American Airlines, recently merged with US Airways, is ona 
good path. It has new management and more than $10 billion in cash. 
Second-quarter net profit before special charges was a record $1.5 bil- 
lion ($1.98 per share), which beat estimates. 

The Us AIRWAYS 6.125% BONDS DUE JUNE 1, 2018 (CUSIP: 91731VAA4) are short 
enough and yieldy enough to benefit your portfolio. This $500 million, 
B-rated issue should be able to withstand any economic turbulence ahead. 
Priced at $105, that is a 4.7% yield to maturity. As long as management 
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doesn’t blow its hefty cash and keeps its focus on profitability, there will be 
more than sufficient liquidity to pay timely interest and principal. 

ADT is an electronic security alarm services and monitoring company 
that Tyco International spun off in 2012. ADT has products that enable 
customers to manage and view home security in real time from smart- 
phones, tablets and computers. This sector should generate especially 
good revenue and increased profit margins, considering ADT serves over 
6 million customers. ADT 4.125% BONDS DUE APR. 15, 2019 (CUSIP: OOIOJALO) are in 
that twilight zone of what’s called “split rated,” between barely invest- 
ment grade and high yield: Ba2, BB-, BBB-. Issue size is $500 million with 
bonds priced at $101 to yield 3.9% to maturity, 

To move forward, sometimes boards need to throw out the scoundrels 
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and clean house. That’s exactly what happened at 
Chesapeake Energy. The new president and CEO, 
Doug Lawler, has worked hard on Chesapeake’s 
makeover. This oil and natural gas company has 
assets in the Marcellus, Utica, Niobrara and Eagle 
Ford shales. In other words, all the hot energy re- 
gions. Lawler is working diligently to simplify the 
capital structure and has divested noncore assets, 
yielding roughly $700 million. Recent earnings 
missed: an adjusted $0.36 per share versus expec- 
tations of $0.44. Revenues were up, debt and cap 
ex reduced. The work in progress continues. 

Buy CHESAPEAKE ENERGY FLOATING RATE CALLABLE 
NOTES DUE APR. 15, 2019 (CUSIP: 165167CM7). The interest 
floats at Libor plus 3.25% and resets quarterly. 
The current coupon rate is 3.48%. This bond is 
perfect for worrywarts afraid short-term rates 
are ready to catapult up. I’m not worried, but 
many are. Even if Libor declines, you will earn a 
minimum coupon of 3.25%. 

The high-yield holocaust so widely adver- 
tised has yet to surface. That doesn’t mean 
you should go all in. But it does mean that 
selectivity is now your safe word. Leveraged 
corporate balance sheets are plentiful. Ketch- 
up-Weight Watchers titan H.J. Heinz Co. fits 
that description. 

Last year Berkshire Hathaway and 3G Capi- 
tal took Heinz private, putting up over $4 billion 
each to buy the common stock. Then Berkshire 
put in an additional $8 billion for preferred 
shares. Now, why would a value investor like 
Warren Buffett participate in such a leveraged 
transaction? It must be Heinz’s wide moat: 
strong brands, leading market positions, large 
geographic diversity, diversified products and 
cash flow. The estimate for free cash flow over 
the next two years is $500 million. 

Buy H.J. HEINZ 4.25% BONDS (CUSIP: 423074AR4) DUE 
OCT. 15, 2020, CALLABLE IN 2015 AND YEARLY THEREAFTER. 
This $3 billion issue is rated BB— and trades at 
$101. That’s 3.7% to the 2017 worst call and 4% 
to maturity. 

Don’t try to outguess the bond market, but by 
all means, be selective. @ 


THOMAS KUHLENBECK FOR FORBES 
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Safety, Technology and a Keen 
Focus on the Customer: 


Essential to Success in the LTL Industry 


BY MICHAEL RONEY 


In 2013, trucks moved 69.1% of all domestic freight tonnage, up from 68.5% the previous year, according 

to the U.S. Department of Transportation. Moving goods safely and efficiently lies at the heart of successful 
companies, and to meet that challenge, they need a carrier that combines the very highest safety standards 
with the latest technology, superior speed and reliable on-time performance. 


Safety. Always. 

“Safety is our number-one core value, and the 
fact that we continue to invest millions of dol- 
lars in advanced technologies and ongoing 
training demonstrates our commitment,” says 
Greg Lehmkuhl, President, Con-way Freight, 
Inc., the leader in the less than-truckload (LTL) 
industry segment that picks up and consoli- 
dates shipments from multiple customers. 

“Our culture, attitude, processes and prac- 
tices are all focused on bringing our employ- 
ees home safely to their families every day 
and keeping the roads safer for everyone,” 
Lehmkuhl explains, “and we've been suc- 
cessful by having the safest-equipped fleet 
in the industry.” 

Its fleet-wide Drive Safe Systems™ suite of 
in-cab safety technologies ensures the 3 mil- 
lion miles that Con-way Freight drivers run 
every day are done so in the safest manner 
possible. This platform includes in-cab two- 
way cameras, electronic on-board data record- 
ers, lane departure software, forward collision 
radar and roll stability control sensors. 


Continuous Innovation 

Coupled with Con-way Freight’s core empha- 
sis On safety is a deep commitment to “Lean” 
principles and values, which focus on continu- 
ous improvement and leveraging the knowl- 
edge of front-line employees to drive efficien- 
cies and improve the business at all levels for 
its customers. This is a key differentiator that 
separates Con-way Freight from many of the 
other LTL companies in the industry. 

“We are focused on much more than simply 
moving freight from point A to point B for our 
customers,” says Lehmkuhl. “Our ‘Lean’ culture 
helps us to continuously improve our perfor- 
mance and better understand our customers’ 
needs through collaboration and transpar- 
ency. It’s a very different approach, but the 


benefits we have seen both internally and with 
Our customers are significant. 

“Lean helps us collaborate more effectively 
with our customers, creating innovative solu- 
tions to address their needs, reducing supply 
chain waste and delivering tangible savings.” 


The Technology Behind 
America’s Fleets 

In addition to state-of-the-art tractors and trail- 
ers, advanced technology helps keep Con-way 
Freight’s fleet, 21,000 employees and 425 loca- 
tions operating at peak productivity, moving 
nearly 60,000 shipments representing some 80 
million pounds of freight smoothly every day. 
Advanced network modeling and optimiza- 
tion software enable the company to move 
these huge volumes of freight with high asset 





“We are focused on much 
more than simply moving 
freight from point A to 
point B for our customers.” 


—GREG LEHMKUHL 
CON-WAY FREIGHT, INC. 





utilization, using the fewest trucks running the 
fewest miles possible every night—saving fuel 
and minimizing its carbon footprint. 

The company is also “going mobile,” adapt- 
ing its web tools and customer service appli- 
cations for the explosion of data sharing and 
business transactions being conducted in the 
cloud over tablets and mobile devices. 

“We were the first LTL company to take 
our web apps mobile, and we will continue to 
improve our digital connections with customers 
to make them easier, faster and more secure than 
ever before,” says Lehmkuhl. The company's new 
MyCon-way.com portal, with its easy-to-use-and- 
navigate shipping tools, is proof that Con-way 
Freight is listening to its customers, 


Building a Sustainable 

Fleet Network 

"As an industry and a country, we face chal- 
lenges and opportunities in creating a more 
efficient and sustainable freight network— 
one that will be able to function efficiently 
and handle the 20% increase in freight vol- 
umes projected over the next 10 years,” notes 
Lehmkuhl. “And, as companies continue to 
streamline their supply chains, their carriers 
need to offer superior transit times, opera- 
tional discipline and consistency, along with 
reliable on-time performance. " 

MyCon-way.com 
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MARC BENIOFF, FOUNDER 
AND CEO OF SALESFORCE.COM, 
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HERMES 


xel Dumas, sixth-gen- 

eration scion of the 

Hermes luxury goods 

dynasty and since 

February its CEO, has a 
secret. Sitting in his tenth-floor office 
with a glittering view of Montmar- 
tre, for an appointment that’s taken 
weeks of negotiations, Dumas is four 
days away from replacing Christophe 
Lemaire, the highly regarded design- 
er of Hermés’ important ready-to- 
wear women’s fashion line. 

So what does the 44-year-old 
chief executive want to talk about? 
“The main strength of Hermés is the 
love of craftsmanship” is the first 
thing he says in his accented but flu- 
ent English. Ten seconds later: “We 
see ourselves as creative craftsmen” 
Thirty minutes in: “The philoso- 
phy of Hermeés is to keep craftsman- 
ship alive.” After two hours Dumas 
is still holding back on the granular 
details, no matter which way I ask, 
of how Hermés has emerged as the 
most ascendant company in the $300 
billion luxury market. No guidance 
on the art of selling everything from 
$94,000 crocodile leather T-shirts to 
$1,275 beach towels. And certainly 
nary a hint that Dumas would immi- 
nently replace Lemaire with Nadége 


Vanhee-Cybulski, the 36-year-old de- - 


sign director at The Row (the cou- 
ture clothing brand run by the Olsen 
twins), even though he knew that I 
would soon find out along with the 
rest of the world. 

But all this obfuscation and secre- 
cy, perversely, also drives home what 
has prompted Hermés’ stock to shoot 
up 175% over the past five years. In- 
deed, on FORBES’ accompanying list 
of the world’s most innovative pub- 
lic companies, the 177-year-old Her- 
més is ranked No. 13, ahead of com- 
panies such as Netflix, Priceline and 
Starbucks. The list, determined by 
measuring which companies trade at 
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Quietly and diligently, the family behind Hermes has become 
one of the world’s richest, to the tue of more tfan $25 billion. 
They’ve done it not only by selling beautiful luxury items but also 
by selling aura as beautifully asyany g@o>mpany on the planet. 
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HERMES 


a level incongruous to their under- 
lying financials and assets, measures 
each company’s market-tested premi- 
um for innovation. Dumas’ high-fly- 
ing stock, accelerated by LVMH’s ap- 
parent interest in a takeover several 
years ago and a thin float, doesn’t rely 
on the technological efficiencies that 
drive so many others on this rank- 
ing. Nor is it propelled solely by his 
endlessly repeated “craftsmanship,” 
though that’s certainly an essential 
underpinning. 

At Hermes any lasting premium 
derives from mystique. After all, sell- 
ing a commodity ultimately boils 
down to one thing: price. But selling 
beautiful objects that people don’t in- 
herently need? That requires a more 
complicated formula that Hermés 
has mastered: Last year the compa- 
ny set a record, reporting an operat- 
ing profit of $1.69 billion with $5 bil- 
lion in sales—the fastest-growing 
company in its industry over the past 
six years, fueled by a sort of brand- 
ing and marketing craftsmanship as 
exacting as the stitching on one of its 
iconic Birkin bags. 

The payoff for this softer kind of 
innovation is enough to make a social 
media startup founder blush. In ex- 
amining Hermés’ ownership struc- 
ture, FORBES estimates that at least 
five family members now belong on 
our global billionaires list. And the 
collective fortune for Dumas’ fam- 
ily now tops $25 billion—more than 
the Rockefellers, the Mellons and the 
Fords. Combined. 


THE CREATION OF ONE of the 
world’s great wealth machines, built 
within the kind of sprawling family 
structure that tends to stifle innova- 
tion rather than spawn it, boils down 
to three dates. 

The first one traces back to 1837, 
when a leather-harness maker 
named Thierry Hermés established 
a shop in Paris. To the beau monde 
who relied on equipage for trav- 
el, the quality and beauty of Her- 
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mes bridles and harnesses were 
unrivaled. Thierry had only one 
child, Charles-Emile, who moved 
the business to 24 Rue du Faubourg 
Saint-Honoré, where it remains to 
this day. Charles-Emile, in turn, had 
two sons, Adolphe and Emile-Mau- 
rice, who transformed the business 
into Hermés Freres. But eventual- 
ly Adolphe believed the company 
had a limited future in the era of the 
horseless carriage, leaving Emile to 
carry on. Emile had four daughters 
(one of whom died in 1920), which 
explains why no one involved in the 
family business is named Hermés. 
It’s those descendants—the fifth and 


“HERMES IS 


NOT FOR SALE,” 
SAYS DUMAS, 
‘AND WE ARE 

GOING TO 

FIGHT TO STAY 


INDEPENDENT,’ 


sixth generations—who control the 
company today. 

The second turning point for Her- 
mes came far more recently, in 1989. 
Over the course of the 20th century 
Hermés remained one of the world’s 
great luxury brands. But with its 
focus on artisans—every one of its 
leather goods is made by hand in 12 
workshops in France by more than 
3,000 skilled workers—it was built to 
trot, not gallop. Under Axel Dumas’ 
uncle, Jean-Louis Dumas, CEO from 
1978 to 2006, much of the family 
ownership had split into a Russian- 
nesting-doll-like group of six hold- 
ing companies. Layered atop that was 
an ingenious two-tier management 
structure engineered by Jean-Lou- 
is. One was more about ownership—a 
family-only entity named Emile Her- 
més SARL, after their ancestor—that 


sets budgets, approves loans and ex- 
ercises veto power. The other, Her- 
més International, oversees the day- 
to-day management of the company 
and incorporates outsiders (nonfam- 
ily members currently occupy 4 of 11 
board spots). 

As with everything Hermes, it was 
byzantine and painstakingly mapped 
out. It worked. The new structure 
helped Hermeés in 1993 sell 4% of its 
shares to the public, giving younger 
generations a way to liquidate while 
allowing the family to keep control. 
And that new war chest helped en- 
courage Hermés to think bigger than 
a fine leather goods maker. Jean-Lou- 
is Dumas expanded the company into 
men’s ready-to-wear attire, tableware 
and furniture. Between 1989 and 
2006 sales grew fourfold, to $1.9 bil- 
lion. Still, it wasn’t a foolproof plan. 
Bernard Arnault, head of the world’s 
largest luxury company, LVMH 
(Moét Hennessy Louis Vuitton), took 
note of the growth. Hermés fit right 
into his burgeoning portfolio in the 
same way Dior and Fendi did. So 
in 2002 Arnault began accumulat- 
ing shares, using the same cash-set- 
tled equity-swaps strategy that hedge 
funds use to amass positions with- 
out technically needing to disclose. 

In 2010 Arnault publicly revealed 
that he controlled 17% of Hermés and 
a takeover seemed a fait accompli. 
With the stock up 30% on such spec- 
ulation, the three branches of the re- 
maining Hermés family were expect- 
ed to take the money and run. 

Arnault’s move, instead, creat- 
ed the company’s final turning point. 
Rather than cash out, the family cir- 
cled its leather-upholstered wag- 
ons. Patrick Thomas, the non-family- 
member who served as CEO between 
Jean-Louis Dumas and Axel Dumas 
famously declared that “if you want 
to seduce a beautiful woman, you 
don’t start raping her from behind.” 

In another bold move, in 2011 
more than 50 descendants of Thier- 
ry Hermés pooled their shares into 
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Using annual reports dating back to 2005, FORBES has estimated the Hermés family’s wealth at $25 billion. Based on their stake in the business, 

at least five fifth-generation descendants of Thierry Hermés are billionaires—either alone or with their immediate families. (Through a company 
attorney the family disputes these individual estimates.) All but one of the identified family members own their stake through holding companies, 

all noted as “related to” those entities. As of 2011, most family shareholders—who are descended from Thierry Hermés’ three great-granddaughters, 
Yvonne, Jacqueline, and Aline—have transferred their respective holding company stakes into a single holding company, called H51, and are under an 
agreement not to sell a single share to anyone outside H51 until 2040. This strategy ensures that a seventh generation will inherit Hermés. 
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what was essentially a $16 billion 
co-op called H51. The contributors— 
representing 50.2% of all company 
shares—contractually agreed not to 
sell any shares for the next two de- 
cades. Two other major sharehold- 
ers, fifth-generation family members 
Bertrand Puech, now 78, and Nico- 
las Puech, 71, kept their shares out- 
side H51 but also held the line against 
LVMH, agreeing to give other fami- 
ly members the right of first refusal if 
they ever decided to sell. 

Staring at a chart of the family’s 
baroque ownership structure (see 
p. 94) can cause dizziness. LVMH 
and Hermés continue to fight it out 
in court, with Hermés even pursuing 
criminal charges for insider trading; 
LVMH has countersued, claiming 
false accusation. (“The battle of my 
generation,” says Axel Dumas. “Her- 
més is not for sale, and we are going 
to fight to stay independent.”) How- 
ever, it turns out the family’s unified 
front has proved profitable for 
Hermes. For the company the two- 
decade time frame once again allows 
it to make long-term decisions as if it 
were a private company. And for the 
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family, it was a burn-the-ships de- 
cision. The lockup means that most 
family members must make do with 
dividends, although for people like 
Nicolas Puech, whose $2.1 billion 
holding generates an annual dividend 
of around $20 million, it’s enough to 
keep him in horses at his Spanish es- 
tate. Thierry Hermés would surely 
have approved. 


MYSTIQUE IS HARD enough to 
achieve, let alone maintain over two 
centuries, but here’s one example of 
how Hermés carefully cultivates its 
image: In May of this year the world’s 
most elegant carnival was staged in- 
side an august space on Wall Street: 
financier J.P. Morgan’s legendary cor- 
ner bunker at 23 Wall. A photo booth 
was set up to capture celebrity guests 
atop carousel horses, a faux synchro- 
nized swimming dance number was 
performed, and a fortune-teller pre- 
dicted the future based on a selection 
of silk scarves. 

This is how Hermés celebrated 
its first women’s runway show in the 
United States. Much as one might 
want to congratulate the market- 





ing department for the sensory over- 
load spectacle—down to taste (cham- 
pagne was served from a “bangle bar” 
shaped like an enamel Hermés brace- 
let) and smell (white-gowned inge- 
nues proffered flowers scented with 
the brand’s latest fragrance, coo- 

ing, “Would you like to smell Jour 
d’Hermés Absolu?”)—that would be 
impossible: Hermes doesn’t have a 
marketing department. : 

Why should it? McKinsey doesn’t 
have a consulting department nor 
does Microsoft have a software de- 
partment. Marketing is Hermés’ core 
business. 

At the carnival, standing atop the 
red carpet and greeting the 800 VIPs, 
including Anna Wintour, Jodie Foster 
and Martha Stewart, as they entered, 
was Hermes’ de facto head of mar- 
keting: Axel Dumas. 

“Our business is about creat- 
ing desire,” he says. “It can be fick- 
le because desire is fickle, but we 
try to have creativity to suspend the 
momentum.” 

To instill this ethos in the com- 
pany, all new employees are steeped 
in Hermés’ desire-creating culture 
through three-day sessions called 
“Inside the Orange Box” (so named 
for the signature packaging) that 
trace the company back to Thierry 
Hermes and give a history of each of 
the product categories (or “métiers,” 
in Hermés-speak, which is French 
for a trade). Thus every Hermés em- 
ployee can wax philosophical about 
the Kelly bag, the trapezoidal saddle 
bag from the 1890s that Axel Dumas’ 
grandfather transformed into a wom- 
en’s handbag and that Grace Kelly 
made iconic. 

But the main guardian of the Her- 
més mystique is the family itself. 

According to a former top Her- 
més executive, a luxury consultant 
with close ties to Hermés, as well as 
one of the company’s Asian execu- 
tives (both of whom insisted on ano- 
nymity), nonfamily executives rarely 
make strategy or branding decisions 
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Objets of desire: The artisans of Hermés create everything from basketballs and custom car interiors to Birkin bags and bicycles. 


without the input of at least one Her- 
més descendant, many of whom may 
wear several hats at the company and 


thus hold sway over multiple métiers. 


“If there are three or five peo- 
ple around the table and the family 
member says ‘yes, who will say ‘no’?” 
says the consultant. “Nobody is pow- 
erful enough to counter that” 

Once product and marketing sen- 
sibilities are vetted, however, a top- 
heavy roster of lieutenants is given 
a large degree of autonomy to exe- 
cute. Creative director Pierre-Alex- 
is Dumas (Axel Dumas’ first cousin) 
sets the tone, but the company per- 
fumer (or “nose”), Jean-Claude Elle- 
na, runs a laboratory inside his home 
outside the city of Grasse and de- 
velops Hermés’ fragrances. Anoth- 
er cousin, Pascale Mussard, heads 
Petit h, a division that makes one-of- 
a-kind objets from Hermés remnants, 
scraps of crocodile skin or swaths of 
unused silk. And the events teams, 
once given their marching orders, let 
their whimsy show, as evidenced at 
J.P. Morgan’s old office. “We've al- 
ways said we don’t take ourselves too 
seriously at Hermés,” says the com- 
pany’s U.S. CEO, Robert Chavez. 

The autonomy is even great- 
er at the retail level. Twice a year 
more than 1,000 store represen- 
tatives come to Paris for an event 
called “Podium,” where they se- 
lect which pieces of merchandise 
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they will carry. The family has de- 
creed that each flagship store must 
pick at least one item from each of 
the 11 métiers—thus pushing them 
beyond handbags, scarves and ties 
to perfume, jewelry, watches, home 
accessories. In giving these man- 
agers an elaborate menu to choose 
from, each store boasts merchandise 
unique to itself. The moneyed globe- 
trotters who constitute the Her- 
més customer base constantly find 
themselves on a worldwide treasure 
hunt. For example, only in Beverly 
Hills can they find a $12,900 basket- 
ball, and the $112,000 orange leath- 
er bookcase was sold exclusively at 
the Costa Mesa store. So when they 
fall in love with that $11,300 bicycle 
there’s a pressure to get it, since the 
company’s website, while ahead of 
many luxury competitors, offers 
just a smattering of the Hermés 
product line. 


THE TOP CASE STUDY at the 
“Inside the Orange Box” indoctrina- 
tion, according to those who have at- 
tended, surrounds the Hermés Birkin 
bag. And rightly so. The Birkin, a chic 
cousin to the Kelly bag that runs from 
$8,300 to $150,000, embodies every- 
thing that keeps the Hermés brand so 
profitable. 

It also represents the highest order 
of Dumas’ fabled craftsmanship. 
When I visit the six-story workshop 


in the Parisian suburb of Pantin, I 
watched French leatherworkers who 
must have at least three years of train- 
ing before ascending to Birkin duty, 
hand-stitch each crocodile and goat- 
skin leather seam with two needles 
and beeswax-covered thread, and 
hammer the tiny rivets that attach the 
clasps to the leather. Vertically inte- 
grated leather, no less: In another ex- 
ample that defines a different kind of 
innovation, Hermés purchased two 
crocodile farms in Australia in 2010 
and an alligator farm in Louisiana to 
supply the finest skins. 

But since taste, as noted, is fickle, 
the ability to keep the Birkin as ap- 
parel’s ultimate status symbol proves 
to be a cold, hard business. The gen- 
esis story helps: As with the Kelly 
bag, it began with a fashion symbol. 
In 1981 Jane Birkin, a British actress 
and “It Girl” from London’s Swinging 
’60s, was sitting next to Jean-Louis 
Dumas on a flight between Paris and 
London when he noticed her over- 
stuffed straw bag. “You should have 
one with pockets,” he told her. “The 
day Hermés makes one with pockets, 
I will have that.” “But I am Hermés,” 
he told her and soon ordered upa 
variation on the Kelly with a similar 
belt and lock closure. The Birkin de- 
buted three years later and became 
an instant hit. 

While Hermés officially denies 
that bold-faced names get special 
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treatment in procuring one (“We 
consider all of our clients to be ce- 
lebrities in their own right,’ says 
Chavez), the Birkin bag somehow, 
over the decades, finds its way onto 
the arms of the most current set of 
tastemakers. Beyoncé, Lady Gaga 
and Kim Kardashian all sport one. 
And Victoria Beckham is said to 
have a collection of Birkins worth 
more than $2 million. At LVMH the 
paid celebrity endorsement is an art, 
from Michelle Williams representing 
Louis Vuitton bags to Charlize Ther- 
on as the face of Dior perfume; at 
Hermes the perception (and reality) 
that the A-list is truly its customer 
proves to be a less expensive, more 
authentic endorsement. 

The velvet rope beckons the rest 
of us. You won’t find a Birkin or Kelly 
bag online or even in a store. And 
Hermés says it has done away with 
its reputed waiting list. “They would 
probably be seven to ten years,” says 
Chavez. “If you want a bag in lizard 
or crocodile it could take longer” 

Like the most exclusive clubs, 
membership qualifications are inten- 
tionally vague. “There is no specif- 
ic rule about it,’ says Dumas. Echoes 
Chavez: “There’s really no system.” 

Indeed, when I went to the New 
York City flagship on Madison Av- 
enue to ask about buying a Birkin, I 
was told there were none in the store. 

“When will you get one in?” I 
asked innocently. 

“T couldn’t say.” 

“Could you take my information 
and let me know when one comes in?” 

“We don’t do that here” 

“T’ve heard there is a waiting list.” 

“We don’t do that here” 

“When was the last time you had a 
Birkin for sale in the store?” 

“IT couldn’t say.” 

“I’ve heard that if I’m a good cus- 
tomer and spend a lot of money, I 
have a better chance of getting a 
Birkin.” 

“We don’t do that here.” 

Short of mega-influence, the only 
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INNOVATIVE COMPANIES 
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INNOVATION RANKINGS SHOULDN'T BE a popularity contest with editors throw- 
ing darts at the wall. Our method relies on investors’ educated hunches as to 
which firms will continue to create profitable new growth. This is captured in an 
innovation premium (IP), the difference between a firm’s enterprise value and 
a net present value of cash flows from its existing businesses (based on analy- 
sis from Finstra Consulting in collaboration with Innovators DNA and using data 
and a proprietary valuation model from HOLT, a division of Credit Suisse). This 
year’s list is a diverse stew of luxury goods, retailers, food staples, engineering 
and IT services. One-quarter of the companies are from Asia, but the U.S. domi- 
nates the list. Companies need seven years of public financial data (and $10 bil- 
lion in market cap) to make the list, which is why some obvious candidates such 
as Facebook and Tesla Motors are not on it this year. Spoiler alert: Tesla will like- 
ly be number one next year (its IP is 80%) unless it really falls off a cliff over the 
next five months. We require a threshold of R&D spending so banks don’t make 
the cut. Nor do energy and mining firms, whose market value is tied more to 
commodity prices than to innovation. One big caveat is that our method does 
not correlate with subsequent investor returns because today’s value already 
incorporates these expected improvements in financial performance. You can 
read more about how we measure innovation and what makes good managers 
bad innovators at forbes.com/innovative-companies. 





isto Se RANK COMPANY INNOVATION 
2 a INDUSTRY / COUNTRY PREMIUM 
1 SALESFORCE.COM 75.93 


SOFTWARE / USA 

Salesforce tops the list for the fourth year in a row, 
partly due to the cloud software seller's ability to retain 
talent. Of the 500 or so employees at the company a 
decade ago more than half still remain, What keeps 
them is the freedom to work on new projects. At year- 
ly internal job fairs, engineers can jump from one gig 
to another that catches their eye, no questions asked. 
“They can't look to me for all the answers,” CEO Marc 
Benioff tells FORBES. “I don’t have them, and that’s 
not our culture. It’s not my role to be the only vision- 
ary in town.” 





2 ALEXION PHARMACEUTICALS 71.43 
BIOTECH / USA 

Rare diseases continue to pay off for Alexion. Shares are 
up 62% in the past 12 months on hopes for increased 
global sales of its Soliris, a treatment for a rare kidney 
disease. A new treatment called asfotase alfa, for an 
even rarer bone disorder, just got a new drug applica- 
tion accepted by the European Medicines Agency, and 
an application to the FDA is said to be close behind. 
Revenue has more than doubled since 2011. 
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sure way to get one of the coveted 
bags is to buy it on the auction mar- 
ket. The appreciation of Hermés 
bags can be staggering, particular- 
ly for the more exotic skins. In 2013 
Heritage Auctions sold a collection 
of Birkins for three to five times the 
presale estimates. The record for a 
Birkin was the $203,150 that a col- 
lector paid in 2011 for a red croco- 
dile bag with white-gold-and-dia- 
mond detailing. That’s mystique at 
its poshest level. 


AXEL DUMAS EVEN ORDERS lunch 
in a Hermes-kind of way. “I’ll have 
your best steak,” he says, paying lit- 
tle mind to the menu, while dining at 
New York’s Capital Grille. 

He’s talking about what’s next for 
the company. Hermés, which cur- 
rently has 318 stores on five conti- 
nents, is opening a new flagship in 
Shanghai this month (it already has 
three other maisons in that city). And 
while Dumas is renovating stores in 
Indonesia, Taiwan and London, next 
year will carry an American focus, 
with seven expansions and openings, 
including a Manhattan perfume store 
near the World Trade Center and a 
new location in Miami. 

Though Dumas is typically cir- 
cumspect about many other initia- 
tives, he’s willing to guarantee one 
thing: that Hermés, for all its legal 
battles, will not wind up succumbing 
to LVMH. “The mood of the family 
has always been very strong and very 
determined,” he says. “We are here 
for the long term.” 

Could he imagine his son or 
daughter following in his footsteps at 
the company? He says that he won’t 
try to persuade them. But he also 
makes it clear that some member of 
the seventh generation would be ex- 
pected to step up and continue the 
tradition of product excellence and 
sales sorcery. “I am just the tenant 
for the next generation.” 

Additional reporting by 
Hannah Elliott and Arooba Khan. 
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RANK COMPANY INNOVATION 
INDUSTRY / COUNTRY PREMIUM 
3 ARM HOLDINGS 65.57 


SEMICONDUCTORS / GBR 

Its processor designs are already in 95% 
of all smartphones. Next comes the 
Internet of Things, for which ARM’s low- 
power Cortex-MO+ design, the width of 
a human hair, will be the 32-bit brain in 
smartwatches and embedded sensors. 





4 UNILEVER INDONESIA 65.13 
HOUSEHOLD PRODUCTS / IDN 


The subsidiary of the Dutch consum- 

er giant sells brands such as Dove, Rinso 
and Magnum ice cream, which recently 
debuted pink and black ice cream bars. 
The company got 5 million Indonesians 
to vote for their favorite color. Pink won. 





5 REGENERON 
PHARMACEUTICALS 64.67 
BIOTECH / USA 


It’s focusing on a new group of antibody 
drugs for cholesterol, rheumatoid arthri- 
tis and asthma that arose from its co- 
founder's work creating mice that may 
be better models for human disease. 





6 AMAZON.COM 62.36 
INTERNET RETAIL / USA 


Its R&D spending is up almost fivefold 
since 2010, while revenue has “merely” 
tripled. There are few slices of commerce 
that Amazon doesn’t covet. 





7 BIOMARIN 
PHARMACEUTICAL 58.89 
BIOTECH / USA 


Its drug Vimizim, a treatment for 
Morquio A, a disease that afflicts a mere 
800 patients in the U.S., went on sale in 
February at an average wholesale price 
of $380,000 per patient per year. Sales 
are already 60% ahead of estimates. 





8 CP ALL PUBLIC 57.80 
FOOD RETAILING / THA 


The listed division of Thailand’s giant CP 
Group, controlled by billionaire Cheara- 
vanont family, operates a highly profit- 
able chain of 6,800 7-Eleven stores. 





9 VMWARE 57.62 
SOFTWARE / USA 


Its software now manages 40 million vir- 
tual machines across hundreds of thou- 
sands of customers, creating a massive 
potential market for additional network- 
ing and security revenue. 





10 ASPEN PHARMACARE 57.13 
PHARMACEUTICALS / ZAF 


The largest drugmaker in Africa began in 
a converted house in Durban, South Af- 
rica. It sells into more than 150 countries. 
Revenue is up 33% this year. 


TOP 100 CONTINUES ON PAGE 110 
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EMIAX It's no longer enough to just cast a wide net in emerging markets. We believe their next 
wave of growth will be powered by young companies with disruptive business models 
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Developing Markets Fund. Heidi Heikenfeld brings her own expertise in identifying small, 
PORTFOLIO MANAGERS fast-growing companies around the world. 
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INNOVATORS 


HEALTH CARE INNOVATION 


GEN ES; 
ENGINEER 


DNA sequencing is revolutionizing the 
diagnosis and treatment of everything 
from cancer to Down syndrome 

at breakneck speed, changing 

health care forever. Incredibly, only 
one company—Illumina—is making it 
all possible. It’s just getting started. 


BY MATTHEW HERPER 


HEN RENEE VALINT’S DAUGHTER SHELBY WAS BORN IN 

2000, she seemed weak, like a rag doll. Shelby learned to 

walk and talk, but she did so slowly, missing developmental 

milestones. By age 4 she was confined to a wheelchair, and 

she started using a computerized voice to communicate in 

the fifth grade. Desperate, Renee took her from Phoenix to 
the Mayo Clinic in Rochester, Minn. for one last week of tests and discussion 
with some of the country’s top doctors. 

“They all put up their hands and said, ‘We have no idea what’s wrong with 
her,” says Renee. “At that point she couldn’t even move. I bathed her, fed her. She 
couldn’t even swallow. I had to thicken her liquids so she could swallow with- 
out choking. It was like a nightmare. That was it. There was nowhere else to go.” 

But then doctors at the Translational Genomics Research Institute in Phoe- 
nix used a new technology—DNA sequencing—to look at Shelby’s genes. Based 
in part on what they found, they guessed that she might respond to the same 
dopamine-boosting medicines that are given to Parkinson’s patients. Three 
months later Shelby got up out of her wheelchair. The next day she walked 
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DNA dynamo: In the 

14 years Jay Flatley has 
been Illumina’s CEO the 
cost of mapping a human 
genome has been cut from 
more than $100 million to 
just $1,000. 
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to school, and she hasn’t used the 
wheelchair since. Now she likes to 
dance. 

Stories like this are creating an 
exploding market for DNA-sequenc- 
ing machines. Major cancer cen- 
ters are using them as a standard 
way to pick medicines for patients 
who have little other hope. DNA se- 
quencers now allow disorders like 
Down syndrome and other condi- 
tions to be detected in a fetus using 
a vial of the mother’s blood. They 
are replacing older, more expensive 
methods of genetic testing. 

And the change is coming at 
breakneck speed. How fast? In the 
1980s and 1990s the PC revolution 
was driven by an insight that leg- 
endary Intel cofounder and chair- 
man Gordon Moore had as a re- 
searcher in 1965: The number of 
transistors on an integrated circuit 
doubles every two years. This was 
not a law of science but of will: It 
was a target for engineers to hit. 

But over the past 13 years the cost 
of sequencing DNA has dropped 
1,000 times more than Moore’s Law, 
from $100 million per human ge- 


FLATLEY’S LAW 


nome to only $1,000. 
The only thing more extraor- 
dinary than the growth rate of 
the sequencing revolution is that 
the beneficiary is a single compa- 
ny, Illumina of San Diego, and most 
of the credit for the rate of change 
can be laid at the feet of one entre- 
preneur, Chief Executive Jay Flat- 
ley. Thanks largely to Flatley’s 
leadership, Illumina emerged as the 
dominant maker of DNA sequencers 
eight years ago and has maintained 
80% market share despite an assault 
by several well-funded competitors. 
Since 2008 Illumina’s sales and 
profit have both increased 147%, to 
$1.42 billion and $125 million, re- 
spectively, as the stock increased 
617% and the company’s market 
capitalization reached $23 billion. 
“We have predictors of market 
sizes,” says Flatley, 61. “Anything 
we’ve done so far says that in our 
time horizon, which is five or ten 
years, if we remain the leader in se- 
quencing we can grow our company 
with a much more fantastic return 
on investment than anything else.” 
Macquarie Securities forecasts 


SINCE ILLUMINA CAME ON THE SCENE, THE COST OF SEQUENCING GENES HAS 
DROPPED FAR FASTER THAN PRICES PREDICTED BY MOORE’S LAW. 
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that the DNA-sequencing mar- 

ket could become ten times bigger, 
reaching $23 billion. Illumina itself 
is going on a hiring and manufactur- 
ing binge, bracing itself to create 

$5 billion to $10 billion of DNA- 
reading gear a year. 

“Tt’s rare that you find a com- 
pany that has 80% to 90% share of 
anything and is driving the technol- 
ogy so fast that nobody can catch 
up,” says Cathie Wood, the chief in- 
vestment officer at ARK Investment 
Management. “This is a stock in its 
infancy. I know that sounds crazy, 
given that it’s over $20 billion, but it 
is true.” 


HE ILLUMINA STORY ISN’T 
one of a fundamentally bet- 
ter idea or a eureka mo- 
ment no one else had. In- 
stead, it’s a story of dogged, near- 
perfect execution that traces back 
entirely to the tone set by CEO Flat- 
ley, a Stanford-trained industrial en- 
gineer. “I’m not a scientist,” Flat- 
ley says. “I’m not at Illumina, frank- 
ly, for us to make a scientific break- 
through. I’m at Illumina for us to de- 
liver great products and get them to 
the market as fast as we can.” 

Flatley is pleasant, but he’s bor- 
ing. He sits in a cubicle, because he 
doesn’t believe in offices, wearing a 
blue dress shirt open at the collar. 
He’s not prone to excited soliloquies 
about changing the world. Even 
his genome seemed boring when 
he first had it sequenced. The most 
interesting tidbit was that he had a 
gene for a disorder called familial 
cold autoinflammatory syndrome, 
which, for him, had one symptom: 
He got a rash in the cold as a child. 
But because of his focus on exe- 
cution, he may be one of the most 
effective CEOs in the life sciences 
industry—or any industry. 

Illumina was founded in 1998 
without a product or even a proto- 
type. Flatley was recruited by the 
founders in 1999 because he’d suc- 
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cessfully sold his last outfit, Molecu- 
lar Dynamics, for $300 million. 

At the time Ilumina’s goal 
wasn’t to sequence every letter of 
a person’s DNA—back then it cost 
$360 million per person—but to 
take snapshots of individual genes 
quickly. Another company, Affy- 
metrix, had that market locked 
up with its DNA microarrays, tiny 
glass slides with specific genetic 
patterns on them. The tech took ad- 
vantage of the fact that DNA’s four- 
letter code—A, G, T, C—matches 
up in a specific way, A to T, G to C, 
in two opposing strands. If an op- 
posing sequence were present, say, 
in blood, it would stick to the gene 
chip like Velcro. But Illumina had 
a better way: By putting the DNA 
on beads instead of flat slides, there 
was more surface area, a better 
signal-to-noise ratio and, it hoped, 
more accurate results. 

Flatley was able to raise 
$100 million while genetics stocks 
were hot. He made sure Illumina 
had backup plans when its partner, 
the then-dominant DNA sequencer 
maker, Applied Biosystems, flaked 
out. And he kept the personal touch, 
writing birthday cards to every 
employee until Illumina hired 
employee 500 in 2006. 

He was also obsessive about mak- 
ing sure he recruited the right peo- 
ple to work with him, at one point 
even firing one of the cofound- 
ers, chief scientific officer Anthony 
Czarnik. Czarnik said Flatley fired 
him because of his clinical depres- 
sion; he sued and won a $7.2 million 
judgment (20% of Illumina’s annual 
net loss at the time) in 2002. Flatley 
says the ruling was the lowest mo- 
ment of his career. 

Investors were losing faith in 
DNA stocks after the hype bub- 
ble that surrounded the human ge- 
nome project. In 2003 Illumina 
shares, which had traded as high 
as a split-adjusted $22, fell below 
$1. But that moment was when II- 
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MONSTER 
BEVERAGE 
Coca-Cola just paid 
$2 billion for a 17% 
stake in Monster 
and handed control 
of its entire energy- 
drink portfolio to its 
CEO, Rodney Sack, 
and president, Hilton 
Schlosberg. 
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HERMES 

The 177-year-old firm has emerged as the most 
ascendant company in the $300 billion luxury 
market, selling everything from $94,000 crocodile 
leather T-shirts to $20,700 chess sets. 


Billionaire Xavi- 

er Niel built 

an erotic chat 

service into a wildly 
successful broad- 

band provider to 
one-quarter of France. 
He recently made a wild 
card bid to buy T-Mobile, 
the number four wireless 
(ero dai-l alam a\om ORSe 





NETFLIX 


The streaming service 
has been hauling away 
armloads of Emmys for 
shows such as House of 
Cards and.Orange Is the 
New Black. It crossed 
the 50 million paid 
subscriber mark this 
summer. 
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RANK COMPANY 
INDUSTRY / COUNTRY 





11 VERTEX PHARMACEUTICALS 56.84 
BIOTECH / USA 











12 RED HAT 56.41 
SOFTWARE / USA 

13 HERMES INTL 55.73 
LUXURY GOODS / FRA 

14 HINDUSTAN UNILEVER 54.70 


HOUSEHOLD PRODUCTS / IND 





15 MONSTER BEVERAGE 54.14 
BEVERAGES / USA 





16 PRICELINE GROUP 52.53 
INTERNET & CATALOG RETAIL / USA 





17 RAKUTEN 51.93 
INTERNET & CATALOG RETAIL / JPN 





18 MARRIOTT INTL 51.66 
HOTELS / USA 





19 FASTENAL 50.89 
TRADING & DISTRIBUTOR / USA 





20 CHIPOTLE MEXICAN GRILL 50.48 
RESTAURANTS / USA 





21 STERICYCLE 50.10 
COMMERCIAL SUPPLIES / USA 





22 CERNER 49.62 
HEALTH CARE TECHNOLOGY / USA 





23 COLOPLAST 49.61 
HEALTH CARE SUPPLIES / DNK 





24 HENAN SHUANGHUI 
INVESTMENT & DEVELOPMENT 49.61 
FOOD PRODUCTS / CHN 





25 TINGYI (CAYMAN ISLANDS) 
HOLDING 48.60 
FOOD PRODUCTS / CHN 





26 HENGAN INTL 48.15 
PERSONAL PRODUCTS / CHN 





27 AMBEV 47.89 
BEVERAGES / BRA 





28 EXPRESS SCRIPTS HOLDING 47.76 
HEALTH CARE SVCS / USA 





29 ILIAD 47.28 
TELECOM SVCS / FRA 





30 NETFLIX 47.15 
INTERNET RETAIL / USA 





31 BAIDU 46.54 
INTERNET SVCS / CHN 








32 MASTERCARD 46.22 
IT SVCS / USA 

33. STARBUCKS 45.58 
RESTAURANTS / USA 


MONSTER BEVERAGE: DAVID PAUL MORRIS/BLOOMBERG; XAVIER NIEL: LCHAM/SIPA/NEWSCOM; 


NETFLIX: ANDREW HARRER/BLOOMBERG 





Everything is helping kids get it. 
When every fossil and lesson plan connects, education gets a lot brighter. ef | bef | te 
The Internet of Everything is changing everything. Is your network ready? cisco. 


cisco.com/tomorrowstartshere TOMORROW starts here. 
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HEALTH CARE INNOVATION 


lumina improved its device to the 
point where its chips were more 
accurate than Affy’s by refining the 


chemistry and optics of the devices. 


In 2006 Ilumina notched $184 
million in sales to Affymetrix’s $355 
million; the next year it was the big- 
gest maker of microarrays. Today II- 
lumina’s chips are used by everyone 
from cattle ranchers (for breeding 
purposes) to 23andMe, the genet- 

ic ancestry company in Mountain 
View, Calif. Affy is a moneylosing 
company with a market cap of 

$650 million. 

But Flatley was already having 
doubts about the future of micro- 
arrays. They would always be mere 
snapshots that could look only for 
one specific variant of a gene. What 
if the cost of spelling out all the 
letters of a gene, or even of a per- 
son, was about to drop? An out- 
fit in Branford, Conn. called 454 
Life Sciences had developed a DNA 
sequencer that promised to read a 
human genome for not $100 million 
but $250,000. Flatley told his board 
that Illumina could sit on its laurels 
and count its cash, but obsolescence 
would come, eventually. 

His solution: a big acquisition. In 
early 2007 Flatley spent $600 mil- 
lion in stock—three times Illumina’s 
annual sales—to buy Solexa, which 
had an experimental DNA sequenc- 
er that worked by splitting apart and 
reassembling DNA in tiny pieces 
at a massive scale, then decipher- 
ing the results with computers. The 
deal was a breakthrough. By 2008 
Illumina machines incorporating 
the new technology could sequence 
a human genome at a cost of only 
$100,000. 

Meanwhile, a host of well-fund- 
ed competitors, including Life Tech- 
nologies, a $4 billion (sales) compa- 
ny, and Pacific Biosciences, a start- 
up that raised $570 million from 
private investors and the pub- 
lic markets, tried to catch Ilumi- 
na but failed to even come close. 
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The Danish producer of industrial enzymes invented 

a more efficient technique for making fuels and plas- 
tics from farm waste and other biomass. The world’s 
biggest biorefinery is set to go up in China next year 


using its enzymes. 


FAST RETAILING 
The parent of Japan’s Uniqlo chain is the new Zen 


master of affordable everyday wear. Billionaire founder 


Tadashi Yanai plans 1,000 stores in the U.S. by 2020. 








DASSAULT 


Its 3-D software is used to design and plan the 
manufacture of everything from fighter jets to 
motorbikes to heavy machinery. 
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34 WHOLE FOODS MARKET 45.57 
FOOD RETAILING / USA 





35 FANU 44.08 
MACHINERY / JPN 





36 ILLUMINA 43.71 
LIFE SCIENCES / USA 








37 TENCENT HOLDINGS 43.14 
INTERNET / CHN 
38 NOVOZYMES 43.10 


CHEMICALS / DNK 





39 SBA COMMUNICATIONS 42.97 
WIRELESS SVCS / USA 





40 UNICHARM 42.63 
HOUSEHOLD PRODUCTS / JPN 





41 LI& FUNG 42.61 
APPAREL & LUXURY GOODS / HKG 





42 KONE 42.44 
MACHINERY / FIN 





43 INTUITIVE SURGICAL 42.39 
HEALTH CARE EQUIP / USA 





44 KEURIG GREEN MOUNTAIN 42.31 
FOOD PRODUCTS / USA 





45 PERRIGO 42.27 
PHARMACEUTICALS / USA 





46 FAST RETAILING 42.07 
SPECIALTY RETAIL / JPN 





47 RECKITT BENCKISER GROUP 40.58 
HOUSEHOLD PRODUCTS / GBR 





48 BROWN-FORMAN 40.57 
BEVERAGES / USA 





48 ESSILOR INTL COMPAGNIE 
GENERALE D’OPTIQUE 40.57 
HEALTH CARE EQUIP / FRA 





50 BUREAU VERITAS 40.55 
PROFESSIONAL SVCS / FRA 





51 LUXOTTICA GROUP 40.54 
LUXURY GOODS / ITA 





52 BEIERSDORF 40.39 
PERSONAL PRODUCTS / DEU 





53 NAVER 40.14 
INTERNET SVCS / KOR 





54 ESTEE LAUDER 39.96 
PERSONAL PRODUCTS / USA 





55 KEYENCE 39.69 
ELECTRONIC EQUIP / JPN 





56 DASSAULT SYSTEMES 39.63 
SOFTWARE / FRA 


UNIQLO; JOE SCHILDHORN/SIPA/NEWSCOM 
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HEALTH CARE INNOVATION 


Life’s original technology was com- 
petitive for a while but didn’t keep 
pace. PacBio promised to use lasers 
to sequence DNA, but the technol- 
ogy ended up having a high error 
rate and couldn’t match Illumina’s 
throughput. 

“Tt’s hard to see anything at the 
moment that comes even close to 
assailing their dominance,” says 
Daniel MacArthur, a geneticist at 
Massachusetts General Hospital. 
“Almost every transformative ad- 
vance in my field has come from 
using Illumina technology. It is an 
astonishing achievement.” 

Illumina’s progress was so fast it 
often caught its opponents entirely 
off guard. Flatley remembers meet- 
ing in 2010 with Jonathan Rothberg, 
the founder of 454, who showed him 
a desktop DNA sequencer based on 
semiconductor technology that was 
smaller and cost $50,000, a tenth of 
Illumina’s unit price. (Rothberg was 
the subject of a 2011 FORBES cover 
story). Flatley asked him who his 
competition was. “We have no com- 
petition,” Rothberg told him. “This is 
the product that’s going to make the 
world realize that this architecture is 
for real.” 

That sounded great, except Illu- 
mina announced its own compet- 
itively priced machine just weeks 
after Rothberg’s launched in 2010. 
Flatley’s team had been working on 
it since 2008, and though Life Tech- 
nologies bought Rothberg’s start- 
up for $725 million, it still could 
not keep pace with Illumina’s ad- 
vance. “Execution was more impor- 
tant than anything else,” says Mosta- 
fa Ronaghi, an inventor of key DNA 
sequencing technology and now II- 
lumina’s chief technology officer. 

Roche, the Swiss drug giant, no- 
ticed Illumina’s unassailability as its 
own DNA sequencing efforts dwin- 
dled to irrelevance. In December 
2011 Chief Executive Franz Humer 
met with Flatley and told him, in no 
uncertain terms, that he was going 
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LARSEN & TOUBRO 


The Indian firm, founded in 1938 by two Danish im- 
migrants, is helping to build the Delhi metro and is 
overseeing the new one in Hyderabad. 


LINDT & SPRUNGLI 


The 169-year-old 
Swiss chocolati- 
er made its big- 
gest foray yet into 
the U.S. with the 
reported $1.4 bil- 

| lion purchase of 
i Russell Stover. 


H&M 


Its billionaire CEO, Stefan Persson, is big into organics (the retail- 
er is the world’s biggest user of organic cotton) and giving back. 
H&M will donate an.item of denim apparel to at-risk people for 
every piece of denim purchased this back-to-school season. 
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PREMIUM 





57 TATA CONSULTANCY SVCS 
IT SVCS / IND 


39.58 





58 LARSEN & TOUBRO 


39.40 


CONSTRUCTION & ENGINEERING / IND 
































59 DAIRY FARM INTL 39.37 
FOOD RETAILING / HKG 

60 CAPITA 39.08 
PROFESSIONAL SVCS / GBR 

61 GEBERIT 38.94 
BUILDING PRODUCTS / CHE 

62 JERONIMO MARTINS SGPS 38.88 
FOOD RETAILING / PRT 

63 FALABELLA SACI 38.75 
MULTILINE RETAIL / CHL 

64 GRIFOLS SA 38.67 
BIOTECH / ESP 

65 SUN PHARMACEUTICALS 38.34 
PHARMACEUTICALS / IND 

66 STARWOOD HOTELS 

& RESORTS 37.84 
HOTELS / USA 

67 DIAGEO 37.28 
BEVERAGES / GBR 

68 ROPER INDUSTRIES 37.13 


INDUSTRIAL CONGLOMERATE / USA 




















69 PERNOD RICARD 36.96 
BEVERAGES / FRA 

70 LINDT & SPRUNGLI 36.88 
FOOD PRODUCTS / CHE 

71 AMERISOURCEBERGEN 36.49 
HEALTH CARE SVCS / USA 

72 COCA-COLA 35.81 
BEVERAGES / USA 

73 SGS 35.79 


PROFESSIONAL SVCS / CHE 





74 H&M 
SPECIALTY RETAIL / SWE 


35.76 








75 ORIENTAL LAND 35.47 
HOTELS / JPN 
76 PAYCHEX 34.97 
IT SVCS / USA 





77 COLGATE-PALMOLIVE 
HOUSEHOLD PRODUCTS / USA 


34.89 





78 ECOLAB 
CHEMICALS / USA 


34.76 





79 ANHEUSER-BUSCH INBEV 
BEVERAGES / BEL 


34.65 


LARSEN & TOUBRO: ANDREW WOODLEY / ALAMY; H&M: ROLF ADLERCREUTZ / ALAMY 
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to buy Illumina. He’d prefer, he said, 























RANK COMPANY INNOVATION 
to make the bid friendly. INDUSTRY / COUNTRY PREMIUM 
Flatley was taken aback. Even- cnet a 
tually he and his board said Roche’s FOOD PRODUCTS / USA 
offer, $5.7 billion, was too low. 
’ 1 AUTODESK 33.87 
Roche went hostile on the first day eee Visa 
of work for Marc Stapley, Ilumi- —— 

’s chi ; “ 82 INDITEX 33.73 
na’s chief financial officer. “I saw KUEHNE *+NAGELINTL Eoin Soran eae 
somebody who had grown a com- The Swiss logistics giant is rolling out a new Web app that 

5 speeds up price quotes, booking and tracking for air freight. mere aeae 
pany up over ten years saying Ocean and truck shipments are next. oF eee Mee ; 
all the while through, ‘We’ll do 
what’s best for the shareholders, ” 84 PROCTER & GAMBLE 33.71 

2 


Stapley says. 
Illumina’s bankers told Flat- 






HOUSEHOLD PRODUCTS / USA 


















































85 YAHOO JAPAN 33.66 
ley it was just a matter of time: The IER NAT 8) 
recent purchase of biotech bell- BCEDARONE Eeea 
wether Genentech showed that FOOD PRODUCTS / FRA 
Roche never backed off. But share- 
87 SINGAPORE 
holders had Flatley’s back. Jason TECHNOLOGIES ENGINEERING 33.57 
2s AEROSPACE & DEFENSE / SGP 
Young at Morgan Stanley, Ilumina’s 
third-biggest shareholder, said he 88 INNER MONGOLIA 
. . YILI INDUSTRIAL GROUP 33.46 
wouldn’t sell at any price. Institu- FOOD PRODUCTS / CHN 
tional shareholder services backed 
Illumina. Eventually Roche walked ee ee aoa 
away. “Thank God we had fantastic oe ere Ae A 
n | mi Iz 
supporters,” says Flatley. “In some besa ae hae “A ee NAGEL INTL 33.18 
ways it’s a good thing that even works in regular locks but lets 
ou authorize other people to 
though they had deep pockets that ceen aecaae ane fa $1 GENERAL MILLS 33.13 
they had short arms, so they gave CO ee 
up early.” Illumina now trades at 92 BRE 32.97 
quadruple what Roche offered. ROOD PRODUCT 2 BBA 
93 ASSA ABLOY 32.76 
S ROCHE BACKED OFF, BUILDING PRODUCTS / SWE 
Flatley pushed into new Rene cs 
markets. Scientists dis- ELECTRICAL EQUIP / JPN 
covered that by. counting 
DNA markers in a pregnant woman’s RovAL Ree eee 
blood they could detect abnormali- 
eke : 96 BAJAJ AUTO 31.73 
ties, including Down syndrome. In RETOMGEIES ow 
January 2013 Illumina bought Veri- 
nata Health, the company in its view 97 EXPERIAN 31.62 
4 PROFESSIONAL SVCS / GBR 
that had the best intellectual proper- 
ty in the space. Already sales of pre- 98 CLOROX 31.53 
natal blood tests are about $300 mil- = Se ee es 
lion, but globally they could reach LUT Nena 99 SHERWIN-WILLIAMS 31.37 
$3 billion, analysts say. eS Set A USE 
A year later Illumina passed too DIGCOM PERI E wo 


a long-awaited milestone: It 
launched the X10, a product that 
can sequence a human genome 
with high accuracy for $1,000, in- 
cluding depreciation—once again 
through hard-won, incremental im- 
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SHERWIN-WILLIAMS 


A doubly healthier paint: Its Harmony brand comes 
without noxious volatile compounds while eliminating 
common indoor odors from pets, cooking, etc. 


WIRELESS SVCS / MYS 
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celebrating 


10 years 


THE BCA TEN: BEST BUSINESSES PARTNERING WITH THE ARTS IN AMERICA 


in-no-va-tion 


noun \i-no-va-shan\ : a new idea, device, or method 


The best businesses in 
America support the arts 
because they know that the 
arts are drivers of innovation, 
helping to build market 
Share, a creative workforce, 
and vibrant communities 
in which their employees 
live and work. We recognize 
their innovation. 


Presented by the Business Committee for the 
Arts, a division of Americans for the Arts 


For more information, visit 
www.AmericansForTheArts.org/BCA 


AC Entertainment Knoxville, 1 

BBVA Compass Birmingham, AL 
Brookfield New York, NY 

Brooks Resources Corporation Bend, OR 
Classical Movements, Inc. Alexandria, VA 
Edward Jones Si. Louis, MO 

Hallmark Cards, Inc. Kansas City, MO 
Milliken & Company Spartanburg, SC 
PECO Philadelphia, PA 

Thrivent Financial Appleton, W! 


Leadership Award 
Frederic C. Hamilton, Chairman, 
The Hamilton Companies, Denver, CO 


Hall of Fame 
John Deere, Voline, tL 


Presenting Sponsor Frederic C. Hamilton 
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HEALTH CARE INNOVATION 


provements in chemistry that sim- 
ply added up to a big leap. lumina 
sells the $1 million units only in 
groups of ten or more, but this 
means that scientists are no lon- 
ger limited to looking at the ge- 
nomes of only a few thousand pa- 
tients. “The tools have gotten good 
enough to say, sure, we’re going to 
sequence 10,000, 20,000, 30,000 
people,” says Eric Lander, the direc- 
tor of the Broad Institute of MIT & 
Harvard, which bought 14. At a new 
company, Human Longevity, Craig 
Venter bought 20 X10s 

to plumb the mysteries 

of aging. The billionaire 
Patrick Soon-Shiong and 
Providence Health Sys- 
tem, a West Coast chain of 
34 hospitals, bought 10 to 
analyze the genes of the 
22,000 new cancer pa- 
tients they see each year. 


Older genetic-testing 100 


companies such as Myri- 
ad Genetics and Genom- 
ic Health have switched to 
using Illumina machines. 
Newer upstarts are look- 
ing to disrupt those mar- 
kets. Invitae, formed by 
Genomic Health founder 
Randy Scott, will offer pa- 
tients any (or all) of 3,000 
genetic tests for a flat rate of $1,500. 
Counsyl, based in San Francisco, is 
using the technology to offer tests 
for hereditary cancer genes and tests 
for would-be parents. 

The biggest opportunities are in 
cancer, which could become an 
$11 billion global market. Take the 
story of Heather Follweiler, 60. She 
started having headaches and then 
had difficulty moving her left side 
while on vacation in Vietnam and 
Cambodia. When she returned home 
she had a seizure. A 2 a.m. emergency 
CAT scan found a tumor in her brain 
that had spread there from some- 
where else. Doctors removed it. 

But then Follweiler, a retired fi- 


"00 
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ol emiiaiea case 


nancial services professional, found 
she had another tumor in her bowel. 
Her doctors opened her up, found 

it was too big to remove and sent 

her home. “I was basically throw- 
ing in the towel,” she said. But one of 
her physicians sent a tumor sample 
to Foundation Medicine, a startup 
backed by Bill Gates and Google Ven- 
tures that used Illumina’s sequencers 
to locate 236 mutations that could 
help direct drug treatment. As a re- 
sult of the test she was given Pfizer’s 
Xalkori, which has made the bowel 


A STOCK REBORN 


AFTER STARTING IN THE GENOME BOOM OF THE 2000S, ILLUMINA 
SHARES PLUMMETED. THEN THE COMPANY CHANGED THE WORLD. 








AMEX 
BIOTECHNOLOGY 
INDEX 
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Source: FactSet Research Systems. 


tumor undetectable and has kept it 
that way for more than a year. “I feel 
no different than I felt two and a half 
years ago,” she says. 

Cancer is so big, in fact, that Flat- 
ley spent months convincing Rich- 
ard Klausner, the former director 
of the National Cancer Institute, 
to be Illumina’s chief medical offi- 
cer. At a dinner Klausner, thinking 
he was just giving advice, outlined 
a plan for Illumina’s future. At the 
end Flatley told him, “That’s exact- 
ly where we want to go, but I can’t 
lead us there. But you could” 

The next big opportunity, Klaus- 
ner says, will be to identify DNA on 
tumor cells or in bits of blood so that 


cancer patients can be monitored 
with blood tests, not CAT scans. (One 
of Illumina’s customers, Sequenta, 
does this for some blood cancers.) 

In the future it might be possible to 
screen patients for cancer with blood 
tests that would catch the disease 
early. In the meantime, Klausner is 
looking to work with health insur- 
ers to prove that, unlike most medi- 
cal technologies, the improved rates 
of diagnosis from DNA sequencing 
may actually cut health care costs, 
not increase them. Diagnostics often 
become commodities, but 
Klausner is confident that 
sequencing will not. 

There are more compet- 
itors in the wings: Oxford, 
U.K’s Oxford Nanopore, 

a former Illumina part- 

ner, has been talking about 
sequencers as small as a 
thumb drive; Roche bought 


Cuan Ne Mountain View’s Genia 


Technologies, another 
startup, for up to $350 mil- 
lion. But Flatley is confi- 
dent that Ilumina’s foot- 
print, which includes not 
just machines but also the 
software to handle genom- 
ic data, will make the com- 
pany hard to unseat. 

It’s hard to disagree 
with him. The cost of sequencing 
a human being’s DNA is less than 
one-hundred-thousandth of what 
it was when Flatley started running 
Illumina 14 years ago. Illumina is 
hoping to lower the price further. 
Ronaghi, the CTO, says the market 
has been disrupted every time the 
cost of sequencing has dropped by 
five to ten times. He foresees DNA 
sequencers that might cost $10,000, 
as compared with $250,000 for Illu- 
mina’s midline models, opening up 
whole new markets—and cures. Says 
Flatley: “The road maps that we 
have are pretty breathtaking as far 
as where the technology can move 
in the next three to five years.” @ 
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SUMMIT 


PHILADELPHIA » OCTOBER 19-22 









Jackamets/NBC/NBCU Photo Ba 


The biggest event in the 97-year history of Forbes, the first-ever Under 30 Summit will bring 
together 1,000-plus members of the Forbes 30 Under 30, legendary mentors and global 
leaders for three days of discussions, planning and actions (plus a lot of fun), with the 

goal of creating partnerships that will change the world over the next 50 years. 






FOOD FESTIVAL ¢ MUSIC FESTIVAL « INNOVATIVE PANEL DISCUSSIONS 


To request an invitation, visit forbes.com/conferences 


Keynote Speakers: Malala Yousafzai, Malala Fund; Palmer Luckey, Oculus Rift; 
Monica Lewinsky 


» Joseph “JI” John 


ages for New York Magazine 


Featured Participants: Peter Cashmore, Mashable; Lauren Bush Lauren, Feed; 
Sean Rad, Tinder; Neil Blumenthal, Warby Parker; Josh Kushner, Thrive Capital 


Featured Mentors: Jim Breyer, Accel Partners; Steve Case, AOL; Danny 
Meyer, Union Square Hospitality Group; Josh Harris, 

Apollo Global Management; Jean Case, Case Foundation; 

John Paul DeJoria, Patron Tequila and Paul Mitchell 


Featured Chefs: Max Sussman, The Cleveland; 
Jeff Mahin, M Street Kitchen and Stella 

Rossa Pizza Bar; Joseph “JJ” Johnson, 

The Cecil; Sam Gorenstein, 

My Ceviche; Jesse Schenker, 

Recette and The Gander 


Adam Taylor/ABC via Getty. 
al; Jesse Schenker: ‘Brian Ach/Getty 


And many more 
to come! 


Images; Monica Lewinsky: Jon Furniss/Invision/AP; Jeff Mahin: 
Getty Images for Food Network SoBe Wine & Food Festiv. 
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FORBES 


RENT THE RUNWAY 





ive years ago Jennifer 
Hyman was a 29-year- 
old Harvard Business 
School graduate with no 
experience in fashion 
or technology, pitching her startup, 
Rent the Runway, to a boardroom 
full of partners at a big-time Boston 
venture capital firm. The idea then, 
as now, was to buy designer dresses 
wholesale and rent them, over the 
Web, for a night or two for a frac- 
tion of the price. When Hyman 
was about to get to the part where 
she explained how many inventory 
turns she could get from a Diane 
von Furstenberg, one of the men in- 
terrupted the presentation, cupped 
her hand in his and said, “You are 
just too cute. You get this big closet 
and get to play with all these dress- 


es and can wear whatever you want. 


This must be so much fun!” 

Hyman now laughs about it, 
doing an imitation of the guy ina 
baby-doll octave. But at the time 
she was floored. Weeks before the 
patronizing VC trapped her hand in 
his grip, Hyman had gotten six term 
sheets from some of the country’s 
best venture firms, which valued 
her “big closet” at $50 million. The 
comment left her more driven than 
before. “Opposed to screaming 
and shouting about inherent sex- 
ism in this entrepreneurial world, 

I thought, Let’s work it—let’s build 
the most kick-ass logistics company 
in the whole world, and then we'll 
reveal what’s under the dress.” 

What Hyman and her cofounder, 
Jennifer Fleiss, have built is the 
furthest thing from cute. Buzzing 
around Hyman’s cubbyhole-chic 
office in an old printing building in 
lower Manhattan are 280 employ- 
ees with a strange blend of talents: 
data scientists, fashion stylists, app 
developers, apparel merchandisers. 
It’s as if MIT and FIT threw a mixer. 

The operation is downright 
daunting in its complexity. Each 
day Rent the Runway and its soft- 
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ware algorithms juggle more than 
65,000 dresses and 25,000 earrings, 
bracelets and necklaces as they 

zip across the country among its 5 
million members. Sixty percent of 
the dresses fly back out the door 
the same day they arrive balled up 
in Mylar UPS return envelopes. Its 
Secaucus, N.J. warehouse employs 
more than 200 people who sort 
returns, remove all kinds of stains, 
sterilize jewelry and mend tears (see 
box, p. 124). This fall the operation 
moves to a larger, 160,000-square- 
foot warehouse, at which point 
Hyman will officially become Amer- 
ica’s largest dry cleaner. 

Hyman and Fleiss’ idea 
emerged at the right mo- 
ment. Millennials are lead- 
ing a migration away from 
ownership to subscribing 
and sharing: Spotify invades 
our speakers, Netflix our 
TVs, Uber our curbs, Airbnb 
our entire homes. Rent the 
Runway wants to stream 
your wardrobe. 

Fashion is, after all, a rot- 
ten investment. Hot colors 
cool, styles change fast—so 
can your dress size. For $70 
on Rent the Runway you 
can wear a $2,295 white 
strapless Calvin Klein Col- 
lection gown; $30 rents 
you a $1,295 Vera Wang 
Jawdropper dress. The 
company just launched a 
new subscription service 
called Unlimited that lets 
customers borrow up to 
three accessories (sun- 
glasses, bags, jackets) for as 
long as they want for $75 a 
month. “We're giving our 
customer access to things 
she wouldn’t have oth- 
erwise purchased, either 
because it wasn’t smart to 
buy it or she couldn’t afford 
it,” says Hyman, the CEO. 
Adds Fleiss, who oversees 


strategy: “Being naive helped. If we 
knew how hard this was going to be, 
I doubt we would have done it.” 

On average, an American woman 
buys 64 new pieces of clothing a 
year—half of which she’ll wear once, 
according to Rent the Runway’s 
internal research. Facebook and In- 
stagram are making matters worse. 
“It creates pressure for women,” 
says Hyman. “Now you can’t repeat 
outfits because your friends have 
seen that outfit on social media. As 
ridiculous as that sounds, that is 
what drives our business.” 

Streaming Halstons turned out to 
be more painful than Hyman thought. 








Loan rangers: 
Cofounders 
Jennifer Fleiss 
and Jennifer 
Hyman pose in 
their SoHo HQ. 
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When you run your own business, figuring out your Internet, phone, 
or TV service should be the least of your worries. That’s our job. 
We’re your tech experts. We’ll make sure you get raatew artis Tales 
to grow with your business and the tech support you need, so you 
can focus on your clients. Because that’s the bottom line. 


1-855-339-4514 | BRIGHTHOUSE.COM/BUSINESS 
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Save the Children is the preeminent voice for children 
in the US and around the world. We invest in childhood, 
giving children the best chance for success — a healthy 
start, the opportunity to learn and protection from harm — 
every day and when crisis strikes. We transform children’s 
lives, changing the course of their futures and ours. 





Save the Children. 
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A source says that Rent the Runway 
hit the $50 million revenue mile- 
stone only last year—later than the 
explosive growth of its first two years 
would have indicated. A yearlong 
slump in between caused it to miss 
internal and VC growth projections. 
“It forced a very important come- 
to-Jesus moment,” says Hyman, 
who overcame the bump by plowing 
resources into data science, pricing 
models and a mobile platform (which 
today accounts for 40% of traffic). 
User numbers, repeat business, 
rental volume and revenue have 
doubled in each of the last two 
years, and Hyman says she has lent 


— 
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1) ee 





out more than $350 million worth of 
fashion so far in 2014, which would 
track toward another doubling, $100 
million in revenue, this year. Hyman 
says Rent the Runway would have 
turned a profit last year if they 
hadn’t continued to expand infra- 
structure and systems. 

Accordingly, linking fashion into 
the sharing economy has proved 
very enriching. A $24.4 million 
funding round in March 2012 placed 
a $250 million valuation on Rent the 
Runway. Hyman is looking to raise 
another big chunk this fall, likely 
at a valuation north of $750 mil- 
lion, sources say. (Hyman and Fleiss 









won’t talk ownership stakes, but 
ballpark estimates based on similar 
trajectories would be that they still 
collectively hold 30%.) Given the 
current frenzy for these types of 
companies, it could run up against 
the coveted $1 billion mark—an 
especially rare feat for a New York 
startup with two female founders in 
this era of Silicon Valley bros. 

Hyman has the frothy pitch to 
match. Dresses, she argues, are a Tro- 
jan horse: “We started off with the 
goods that are the most difficult to 
rent because of the durability of the 
product and all the services you must 
build. Now we can rent any product 
in the world.” She envisions Rent the 
Runway as a marketplace for retailers 
and brands to rent unsold inventory 
instead of shipping it off to discount 
outlets. Or perhaps a high-end con- 
signment store for the wealthy? At 
the very least, guys will be able to 
stream their ties and cuff links. 

“The idea,” she says, “is to build 
the Amazon of rental.” 


Rent the Runway has a long way 
to go before it can call itself the 
Amazon of anything, but its found- 
ers have mastered their industry in a 
manner that would make Jeff Bezos 
proud. Hyman grew up in New 
Rochelle, N-Y. Her father was in in- 
ternational trade. Her mother, who 
had earned an M.B.A. from NYU, 
was the controller at a Pirelli Tire 
subsidiary but quit when Hyman’s 
younger sister Sherri was diagnosed 
with autism. “She required 24-hour 


* care, and the whole family had to 


function as a team and collaborate 
to survive,” says Hyman. “That phi- 
losophy is so critical to who I am.” 
A self-described high school nerd, 
Hyman sang, danced, played vol- 
leyball and volunteered with autistic 
children. She attended Harvard with 
plans to be a journalist, but after the 
9/11 attacks she became interested 
in the travel industry and eventually 
launched a wedding registry program 
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The Brazil-based company has had 15% annual growth for the past 10 
years and is deeply committed to upholding the country’s recycling 
policies and environmental sustainability. 


he electronic waste and digital 

scrap segment is a growing global 

market. Currently, more than 50 mil- 

lion tons of “e-waste” are discarded 

annually around the world. In Brazil in partic- 

ular, consumers and industry produce a tre- 

mendous amount of such waste, due to the 

increased use of smartphones and tablets, 

among other modern-day innovations. Since 

2010, with the advent of the National Policy 

of Solid Waste (PNRS)—a law that requires 

manufacturers and businesses to dispose of 

electronic waste properly—companies are 

now being held accountable for maintaining 
environmentally responsible practices. 

In 1997, well before the implementation 

of PNRS, Lorene put down roots in Brazil. 





The company has evolved from a pioneer 
to a leader in the e-waste industry. Lorene is 
involved in the digital scrap niche, as well as 
the disposal and recycling of industrial wastes 
such as stainless steel, alloys and automotive 
catalysts. 





Vitali AOIe 

Headquartered in the city of Sao Paulo, 
Lorene has offices throughout Brazil in 
Rio de Janeiro, Curitiba, Canoas, Manaus, 
Belo Horizonte, Contagem and Recife. Out- 
side South America, the company oper- 
ates offices in the United States, Israel, 
Japan and Chile. 


Top: A lab technician analyzes the composition of scrap 
metal. Bottom: A proprietary system designed by Lorene 
personnel separates monolith catalytic converters while 
purifying the air. 


A worker opens the catalytic converters 
in the first step of the refining process. 








PHOTOS COURTESY OF CRISTIANO BURMESTER 





LORENE - THE GREEN 
~ COMPANY THAT EXTRACTS 





PROMOTION 





People unfamiliar with the scrap industry 
are often surprised by how complex the dis- 
posal process is for electronic, automotive and 
industrial waste. It is not enough to disassem- 
ble a piece of metal and discard it somewhere; 
rather, one must conduct a detailed analy- 
sis to assess the composition of metals and 
determine what to do with each type of alloy. 
Lorene is the only Latin American company 
that has a laboratory equipped with the latest 
technology, which is required to isolate the 
precious metals present in scrapped devices. 
These metals include gold, nickel, silver, rho- 
dium, palladium and platinum. For this very 
reason, Lorene has adopted “The city mining 
company’ as its corporate slogan. 

The professionals that work in the Lorene 
laboratory are responsible for ensuring that 
scrap metal is properly disposed of and recy- 
cled, with minimal environmental impact. 
Operating with this singular mission, Lorene 
has an IBAMA license and a CETESB certifi- 
cate for the disposal of industrial waste. The 
company also is committed to upholding the 
standards and recommendations of ISO 9001 
(quality management model) and ISO 14001 
(environmental liability). 


Recycling Waste in an 
Environmentally Safe Way 
Businesses and industries wishing to discard 
these types of waste can deliver them to one 
of Lorene’s locations, or they may request a 
pickup anywhere in Brazil by one of Lorene’s 
fleet of over 150 vehicles. 

The next step after collection is to return the 
waste to its original form. This is done by cut- 
ting and grinding it and then sending it on to 
refiners. Throughout this process, Lorene gives 
careful attention to ensure that it sends the 
material to the correct refiners, always remain- 
ing mindful of environmental concerns and 
laws. The company then sells the refined metal 
to jewelers and other users of precious metals. 

According to Lucy Carvalho, Chief Commer- 
cial Officer for Lorene, the market for electronic 
scrap has increased greatly in Brazil in recent 
years. “The growing demand for electronic 
goods and the consequent disposal of materi- 
als has made this market explode. In addition, 
many countries have created tax incentives for 
companies that use recycling in their manufac- 
turing process,” she says. ll 
For more information on Lorene and its global 
locations, please visit www.lorene.com. 





Sustainable environment is the goal of the Lorene Companies. 
In Brazil and over the world, we are a pioneer in the scrap market: 
for e waste, automotive catalytic converters and stainless steel. 


Tell us what YOUR needs are and we will strive to fill them in an 


environmentally safe way. We are a certified 100% green eee 


MINERALS WITH NO 


E Pith all the latest technologies and offices worldwide. 
é INTERFERENCE IN NATURE We can be partners with you as well. Why not talk to Lorene. 
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for Starwood Hotels that let new- 
lyweds ask friends for experiences 
instead of picture frames and pots. 
In 2005 she moved to Los Angeles to 
run ad sales at WeddingChannel 
.com and applied to Harvard Busi- 
ness School. That year another sister, 
Becky—who now oversees Rent the 
Runway’s four retail stores—had 
back-to-back surgeries to treat her 
thyroid cancer. Hyman returned to 
New York, took a business develop- 
ment job at IMG and deferred her 
admittance to Harvard, entering the 
program in 2007. 

On her first day at business 
school Hyman met Fleiss, who had 


SSS a a eI 





a mutual friend with her sister. “She 
came up to me with this Post-it that 
had my name on it,” says Fleiss, who 
grew up in Manhattan and went 

to Yale before working in busi- 

ness strategy at Lehman Bros. The 
two became fast friends and often 
pitched each other startup ideas 
over lunch at Harvard’s Spangler 
Center. Hyman was always going 
big-picture, while Fleiss was better 
at figuring out how to get things 
done. 

The dress-rental lightbulb went 
off when the Hyman sisters were 
home for Thanksgiving in 2008. 
Becky was showing off the $2,000 


HOW TO TURN A GOWN 


AROUND IN A DAY 


BAG DROP 


: Thousands of bar-coded envelopes are scanned into the computer brain (a.k.a. 
The Allocator), which decides what must ship and what can sit—60% of the items will zip back 
out the door the same day they arrive. SMELL TEST 
and sort them into bins marked for regular cleaning, stain removal or repairs. SPOT ON : Part 


: Workers inspect (and sniff) dresses 


Marchesa dress she had bought for 
a wedding and the huge dent it had 
made in her credit card balance. 
“As an older sister I looked at her 
packed closet and started freaking 
out on her,” says Hyman. “Becky 
told me how she wanted something 
new to feel great and that she had 
already been photographed in all 
her outfits on Facebook.” 

Hyman put two and two together 
and told Fleiss about her dress- 
rental idea. They decided to test it 
out at Harvard. If it flopped they 
could always take corporate jobs; 
Hyman had an offer from NBCUni- 
versal, Fleiss at job site TheLadders. 





NEES ANS IS REET L IIS res eee 1 


chemists, part artists—workers (known in the industry as spotters) save clothing from unsightly 
stains, extending the life of dresses drastically. A database suggests the best chemicals to use. 
Sometimes they wield a mallet to break up a stain. FULL STEAM AHEAD : Automated steam 
cleaning machines sterilize and smooth gowns in a minute. When the operation moves into larger 
digs, Rent the Runway will be the largest dry cleaner in the U.S. ON THE MEND : An army of 
seamstresses repairs tears, reattaches beads and secures sequins to get gowns gala-ready. LAUNCH 
PAD (6) : Orders are assembled, checked and bagged. The computer system forecasts dress 
demand to choose the most cost-effective shipping method for returns (ground or overnight air). 
ON THE ROAD AGAIN (7) : Dresses are double-bagged and mailed to the next customer. To ensure 


a good fit, customers get the same dress in two different sizes at no extra cost. 
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In a move that is now an HBS case 
study, the pair bought and borrowed 
dresses, running a series of tests at 
Harvard and Yale to see if women 
would rent, first, a fancy dress they 
could try on and, later, one they saw 
only in a photo. In both cases the 
answer was yes. Test results in hand, 
they cold-called investors. 

Despite their lack of experience in 
fashion, technology or startups, Bain 
Capital Ventures came in with a $1.8 
million seed investment and a few 
months later led a $15 million round 
with Highland Capital Partners. “I 
meet new entrepreneurs each week, 
and I’m rarely blown away by people 


out of the gate,” says Bain managing 
director Scott Friend. “The struc- 
tured way they thought through the 
opportunity was unexpected and 
superappealing.” 

Hyman and Fleiss ran the com- 
pany out of extra space in a Tribeca 
architecture firm, using a local dry 
cleaner to store and turn around 
dresses. As the business grew, they 
got another $15 million in a round 
led by Kleiner Perkins Caufield & 
Byers in April 2011 and moved op- 
erations to a floor in their current 
building, later leasing a second level 
to store the growing inventory. They 
lured in college-age women, a core 


customer base, by deploying hun- 
dreds of “runway reps” at campuses 
and sororities. Says Juliet de Bau- 
bigny, a partner at Kleiner Perkins, 
“We didn’t back them as a fashion 
startup. It’s the sharing economy 
meets the Facebook-Instagram 
generation.” 

Hyman had always planned on 
outsourcing the cleaning and ship- 
ping of clothes, but as the business 
grew, she realized that doing the 
dirty work wasn’t only a necessity 
but a competitive advantage. Hyman 
recruited Charles Ickes, who had 
run high-end dry cleaner Madame 
Paulette, to oversee logistics and 
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Vijay Subramanian, a former data 
scientist at Oracle, to build the com- 
puter brain for the whole operation. 
(Hyman calls the firm “a fashion 
company with a technology soul.”) 

Despite the comparison with 
Netflix—and there have been many— 
Rent the Runway is in a business 
where the stakes are higher, the 
problems more complex. Delivering 
a delicate designer dress is trickier 
and more expensive than slinging 
scuffed copies of Breaking Bad across 
the country. The dresses must arrive 
on time and in perfect condition. One 
mistake—a late arrival, an unsightly 
stain, a poor fit—creates a customer 
relations nightmare. “If we mess up 
it’s not just the customer who hates 
us,” says head of marketing A.J. Nich- 
olas. “Her friends hate us, her sisters 
hate us, her mom hates us.” 

So with every dress it lends, 
Rent the Runway’s algorithms get 
a bit smarter about ways to track 
the location of each item, forecast 
demand, select shipping methods, 
set prices and control inventory. 
Algorithms crawl customer reviews 
to tabulate which dresses women 
are renting for certain occasions and 
then forecast demand to determine 
if a prepaid shipping label that goes 
out with a dress should get that 
dress back overnight or if it can wait 
for three-day return. 

When sizing up a new dress, mer- 
chandisers go through a list of 40 
data points such as fabric, zippers, 
stitching and shape to determine 
whether it will hold up to the rigors 
of rental. “Our buyers literally try to 
tear the clothes apart,” says Hyman. 
After all, the longer the life span, the 
higher the return on capital. “When 
I initially went to fundraise,” says 
Hyman, “I had a PowerPoint slide 
that said the average dress would 
turn 12 times. They said, ‘You’re 
crazy, and cut that assumption to 8 
times, saying if I can do that this is 
an amazing business.” Today Rent 
the Runway is averaging 30 turns per 
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dress, which means some get worn 
many more times. That’s borderline 
icky, but the fact that an increas- 

ing number of women no longer 

get hung up on such boundaries is a 
testament to Hyman and Fleiss’ deep 
understanding of their customers. 
“The brilliance of what they’ve done 
is figure how to convince women it’s 
okay to rent and make it cool to rent 
and make sure a woman would be 
satisfied,” says Dan Rosensweig, who 
runs textbook renter Chegg and sits 
on Rent the Runway’s board. 


In the male-dominated tech 
world Rent the Runway looks 
refreshingly like something from 
an alternative universe. The nox- 
ious Silicon Valley HR math (70% 
male at Facebook and Twitter) is 
precisely flipped female at Rent 
the Runway. The second men’s 
room was recently converted into 





BUCKING THE 
BRO TREND 


FEMALE FOUNDERS WHO HAVE BUSTED 


THE BILLION-DOLLAR MARK. 


a third ladies’ room, and unlike so 
many female-focused companies 
with men at the top, the executive 
suite also includes Beth Kaplan, 
as president and chief operating 
officer, and Camille Fournier, who 
runs engineering, in addition to 
Hyman and Fleiss. 

For the overworked Hyman it’s 
something she doesn’t obsess over. 
At 9 a.m. on a scorching summer 
day in New York, she’s running up 
the dank stairwell to her conference 
room, just off the red-eye from Lon- 
don, where she attended a confer- 
ence with British designers from 
Stella McCartney and Alexander 
McQueen. Hyman has to prepare 
for the launch two weeks away of 
the Unlimited subscription service. 
Then there’s the presentation for an 
August board meeting and the inves- 
tor road show for the fall. Hyman 
remains cheerful and peppy as she 
marches through meetings— 
technology infrastructure, 
dynamic pricing, e-mail mar- 
keting, home page redesign 
and mobile apps. 

At 5 p.m. Hyman leads 





DIANE GREENE 
VMware 


BIG IDEA: Sharing servers 
| VALUE CREATED: $43 billion 


a companywide meeting. 
Beer from Brooklyn Brew- 
ery and Skinnygirl Margari- 
tas sit on ice. Hyman takes 
the mic, reminds everyone 





JUDY FAULKNER 
Epic Systems 


VALUE CREATED: $10 billion 


BIG IDEA: Digital medical records 


that they’ll be locked out 
of the office for an upcom- 


ing mandatory Hamptons 
beach day and hands the 








ELIZABETH HOLMES 
Theranos 


BIG IDEA: Cheaper blood tests 
VALUE CREATED: $9 billion 


mic to employees who use 
the airtime to give shout- 
outs to co-workers who 
they think deserve special 





m ADI TATARKO 
_ Houzz 


- BIG IDEA: Online home decor 
VALUE CREATED: $2.3 billion 





recognition and applause. 
Hyman has been known to 
belt out Madonna tunes at 
these meetings. “I can dance 
to Beyoncé, sing karaoke, 








BIG IDEA: Designer deals 
VALUE CREATED: $1 billion 


mq ALEXIS MAYBANK, create strategy, go on dates,” 
=) ALEXANDRA WILKIS WILSON — S8¥S Hyman. “And build a 
Gilt Groupe multibillion company and 


show the world that women 
can build big businesses.” 


ALEXANDRA WILKIS WILSON AND ALEXIS MAYBANK; JAMIE MCCARTHY / GETTY IMAGES; ADI TATARKO: STEVE JENNINGS / GETTY IMAGES FOR TECHCRUNCH; 
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Big plans: Governor 
Carlos Lozano de 
la Torre (left) and 

ieee Nissan’s Armando 

: \ , Avila outside the 

/ \ company’s Car factory in 

Aguascalientes, Mexico. 








MEXICO’S CARMAKING BOOM 








verything you need to know about the future of 

the global auto industry is printed on the business 

cards of Carlos Lozano de la Torre, governor of 

Aguascalientes, Mexico, a central province named 
for its abundance of hot springs. 

Seated at an enormous round table inside the ornate 
17th-century government palace where he has his office, 
he reaches into the side pocket of his dark gray suit and 
shuffles through a stack: Here’s one version in German, 
another in Chinese, another in English. “I have them in ten 
languages, but I only speak Spanish,” he says with a chuckle 
as he hands over the English version. 

He has the translators working overtime for good rea- 
son. Seemingly overnight Mexico’s automotive output has 
soared, bolstered by a flood of investment from foreign- 
based carmakers, including Nissan, Honda, Volkswagen and 
Mazda. With $19 billion in new investment, production has 
doubled in the past five years to an estimated 3.2 million 
vehicles in 2014. 

The reason is simple: Mexico has some of the most liber- 
al free trade arrangements in the world, and it’s making the 
most of them. While Washington spent a decade obsessed 
with the War on Terror to the exclusion of economics-based 
foreign policy, Mexico was busy hammering out deals, and 
politicians like Lozano were luring investors. Today Mexico 
has free trade agreements with 44 countries, making it an 
ideal export base for automakers from Europe, China, Japan 
and, yes, America. The U.S.? We have agreements with only 
20 countries, and Beltway protectionists have helped ensure 
we haven’t enacted a new one since 2012. Negotiations on 
the ambitious 12-nation Trans-Pacific Partnership remain 
pathetically slow. 

The result is what you’d expect. Eighty percent of the 
cars built in Mexico are exported to other countries, about 
two-thirds of them to the United States. “I can export duty 
free to North America, South America, Europe and Japan,” 
says Volkswagen of Mexico Vice President of Corporate 
Affairs Thomas Karig. “There’s not another country in the 
world where you can do that.” 

In recent weeks Infiniti, Mercedes-Benz and BMW 
have all detailed plans to build cars in Mexico. Hyundai- 
Kia is expected to announce a plant any day. Audi, mean- 
while, is midway through construction of a $1.3 billion 
factory that will build luxury SUVs in Mexico starting in 
2016. Currently the world’s eighth-largest auto producer, 
Mexico is on pace to surpass Brazil this year. By 2020 
Mexico should be number six behind China, the U.S., 
Japan, India and Germany, with an annual production of 
4.7 million vehicles. 

The explosive growth of the Mexican auto sector is more 
than just a repeat of the maquiladora movement of the 1970s 
and 1980s that sprouted a sea of factories along the U.S. 
border. Back then American automakers shipped auto parts 
across the border, where cheap Mexican labor assembled 
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Despite Nissan’s plant occupying 21 million square 
feet, there’s plenty of room to grow nearby. Mercedes 
plans to become a neighbor soon. 


them into cars and sent them back to the U.S. duty free. 

Today automakers still like the young (average age: 24) 
and comparatively cheap (about $40 per day) workforce. 
But there are plenty of other reasons. European carmakers 
say Mexico’s dollar-dominated currency gives them a natu- 
ral hedge against fluctuating exchange rates. For J: apanese 
manufacturers like Mazda, Nissan and Honda, the rise of 
the yen against the U.S. dollar has made Japan much more 
expensive than Mexico to produce vehicles. 

“Mexico has become a superpower in cars,” says Eugenio 
Madero, chief executive of Sanluis Rassini North America, 
a Mexican supplier of suspension components that is a 
beneficiary of the boom. “It’s like 3 million years ago anda 
meteorite slammed into the Yucatan Peninsula. The sheer 











size of the investments changes the face of the Earth. One 
day there’s a guy plowing the land with a horse, and now 
there’s a factory there.” 


e proverbial crater caused by this explosion sits in 
Aguascalientes, 450 miles southwest of the Texas 
border, where silver mining and farming have given 
way to dense clusters of industrial activity. Just a 

few hours’ drive from major ports on two oceans, it’s a good 
place for shipping vehicles in virtually any direction. “Just 
go to the ocean, and in seven days you’re in China,” says 
Madero. “If you ship from Europe, you have to go through 
the Mediterranean and the Red Sea.” 

Aguascalientes has long been a major railroad hub 
because of its strategic location among the major popula- 
tion centers of Mexico City, Guadalajara and Monterrey. 


The capital city, also named Aguascalientes, 

is choked with traffic circling the pedestrian 
plaza, with its charming Spanish colonial 
architecture. Just outside the city, however, 
Aguascalientes looks like any other sprawling 
southwestern suburb, with shopping malls, ho- 
tels and industrial areas, including a new Texas 
Instruments plant. 

Dominating the dun-colored horizon a few 
miles to the south is Nissan’s massive new 
21-million-square-foot factory. With its bright 
white walls and roof, it is Lozano’s pride and 
joy. The governor helped engineer a deal where 
the government sold the land, just 4 miles from 
another Nissan factory, to the Japanese car- 
maker for next to nothing. Nineteen months 
later the $2 billion plant, one of the largest 
industrial investments ever made in Mexico, 
was up and almost running, a record for Nissan. 
Production of the fourth-generation Nissan 
Sentra began last November and was quickly 
ramped up to full capacity of 175,000 vehicles 
a year, operating 23 hours a day, 6 days a week. 
Some 3,000 jobs were created, and another 
9,000 at supplier companies. “The success of 
Nissan is the success of Aguascalientes,” says 
Esau Garza de Vega, Lozano’s top economic 
development officer. 

Yet for all its size, the sprawling Nissan plant 
takes up only about 35% of the dusty 1,100- 
acre site, leaving a clear indication that there is 
much more to come. In June Renault-Nissan 
and Daimler said they would occupy part of it 
by building a $1 billion factory to manufacture 
Infiniti and Mercedes-Benz small cars starting 
in 2017. 

Stepping out of the blinding desert sun and 
into the plant’s cool, shiny-tiled lobby, visitors 
are confronted with a hollow, round Daruma doll, the red- 
painted Japanese symbol of perseverance. As is tradition, 
one eye of the doll is painted at the start of a challenging 
endeavor; the other is painted upon completion. The second 
eye was filled in when the plant opened last November. It’s a 
constant reminder of what’s at stake. “The expectations are 
high,” says Armando Avila, the vice president of manufac- 
turing for Nissan of Mexico. “We have to be very careful.” 

Out past the lobby the factory floor is a massive, gleam- 
ing cascade of natural light, fresh paint and hushed au- 
tomation indistinguishable from state-of-the-art plants 
in Germany, Japan and the southern United States. Amid 
bursts of sparks, 190 shiny yellow robots weld together 
the steel skeletons of one of Nissan’s bestselling small cars 
(72% of the operation is automated). If need be, they can be 
programmed to weld four different models. Inside the high- 
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speed stamping facility there’s a rhythmic crumping sound 
as steel parts are formed, 575 strokes per hour, 273,000 
parts per month. Yet new technology keeps the decibel level 
lower than most stamping plants, a boon for workers. 
Across the street, connected by a newly built bridge, is a 
logistics center where railcars are standing by to transport 
vehicles to the U.S. and Brazil (Nissan ships to 50 countries 
from Mexico). Between the two plants in Aguascalientes, 
Nissan is cranking out one vehicle every 38 seconds, which 
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is on par with its flagship plant in Kyushu, Japan. 

Out back trucks kick up dust as they trek back and forth 
all day between three adjacent Japanese supplier factories 
and Nissan’s loading bays. Parts are delivered within 30 
minutes of receiving the signal from the factory. Keeping 
parts in sequence is the key to Nissan’s highly efficient pro- 
duction system. 

To take advantage of Mexico’s duty-free policies, 
foreign automakers must agree to buy at least 62.5% 
of their auto parts in North America (including the 
US.), which has created an even bigger bonanza 
for fledgling Mexican suppliers as well as global 
parts giants, like Magna International and 
Delphi, that have followed their customers 
to Mexico. Magna, for instance, opened its 
first Mexican plant in 1991 to supply Volks- 
ST/ wagen. Today the 750-acre Volkswagen 
| plant in Puebla is the second most produc- 
tive VW plant in the world, second only to 
Wolfsburg, with its own fire department, 
security, ambulances, clinic, banks and cur- 
rency exchange, plus nine cafeterias serving 
12,500 meals per day. And Magna has 30 
facilities and $3 billion in revenue in Mexico. 
Employment has doubled to 24,000 in under 
seven years. 

As for Nissan, with three production facilities 
south of the border, the company’s Mexican capac- 
ity has grown to 850,000 units a year, fast gaining on 

the 1 million produced each year at its two US. factories. 
The Japanese carmaker manufactures nearly one in four 
cars built in Mexico. By 2020 Nissan plans to be producing 1 
million cars a year there. “No other market for us is doing as 
well as Mexico,” says Nissan CEO Carlos Ghosn. “It’s a good 
example for other countries.” 


exico has a long history in the carmaking busi- 
ness, not all of it good. Henry Ford built the first 
auto plant in Mexico in 1925 to produce Model 
Ts, and by the late 1930s GM, Chrysler and Re- 
nault were all producing there but not in large numbers. In 
1962 the Mexican government issued an automotive decree 
that favored domestic production over imports, attract- 
ing newcomers like Volkswagen and Nissan, both of which 
opened plants in the mid-1960s. Most of the factories were 
situated near Mexico City and were equipped with outdated 
machinery that made Mexican cars uncompetitive. In 1983, 
after a national debt crisis, Mexico shifted policy again, this 
time promoting exports, which encouraged GM and Ford to 
open new, more modern factories closer to the U.S., where 
their output was headed. 

The North American Free Trade Agreement in 1994 
stimulated another round of investment by the major auto- 
makers. Now they were installing state-of-the-art tech- 
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Cars pop off the Nissan assembly line every 
38 seconds. By 2020 the company plans to 
produce a million vehicles a year in Mexico. 


nology in Mexico on par with their plants in the U.S. and 
Canada. With its auto industry forever changed by Nafta, 
Mexico aggressively sought trade deals with other countries 
in Europe, Asia and South America, in sharp contrast with 
Latin rivals like Brazil and Argentina, which adopted more 
restrictive policies. 

The boom in Mexican production is already rattling the 
North American auto industry. Today 40% of all auto-sector 
jobs are in Mexico, up from 27% in 2000. Canada and the 
Midwest have taken the brunt of the job losses. But even 
southern states like Tennessee and South Carolina are wor- 
ried. Twenty or 30 years ago they were the ones attracting 
foreign auto factories away from Detroit. Now they, too, 
stand to lose out on new investments. 

“There’s a recognition that if we don’t do something dif- 
ferent, that will be the case,” says Suzanne Dickerson, an 
executive at Clemson University’s International Center for 
Automotive Research. The last auto factory built in the U.S. 
was Volkswagen’s plant in Chattanooga, Tenn., in 2011. 

VW’s luxury unit, Audi, considered the U.S. when it was 
deciding where to build the hot-selling Q5 sport utility in 
North America, says Bernd Martens, the company’s board 
member for procurement. Mexico had a $500-per-car labor 
cost advantage, but that was offset by higher transportation 
costs. The clincher was Mexico’s trade policy. Specifically, 
the U.S. lacks trade agreements with Japan, the European 
Union and Brazil. Added tariffs mean a car exported from 
Tennessee to Brazil costs 55% more than one exported from 
Mexico. 

Audi’s decision to move luxury SUV production from 
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Germany to Mexico was a significant milestone for the 
industry—a sign that the country’s industrial sector had 
earned a reputation for high quality. “The Q5 is one of our 
major cars. It must be planned carefully,” says Martens, es- 
pecially because Audi is introducing new technologies and 
new production strategies for the next-generation vehicle. 

Instead of importing components from Germany, Audi 
intends to buy 90% of the Q5’s parts in North America. 
That required a deep review of the entire supply network in 
Mexico to address weaknesses in smaller companies further 
down the chain, Martens says. Audi is providing extra train- 
ing for lower-tier suppliers to ensure they meet its expecta- 
tions. “We are not going to change the Q5’s specifications 
for Mexico,” he says. 

Another issue is security. When Ford Motor began ship- 
ping Fusion sedans from its Hermosillo plant north to the 
US. a few years ago, criminals found a way to hide drugs 
inside the trunks. Today some carmakers, like Volkswagen, 
seal their vehicles in plastic before they are loaded on 
railcars. They also obtain special clearance to pass quickly 
through U.S. customs. 

In Aguascalientes Governor Lozano went even further 
to make sure security was not a deterrent to investment: 

He took direct control of the police force. “The bad guys go 
somewhere else to live,” he says. “We know that if we don’t 
have security good things won't happen.” 

If that seems to be just part of a sales pitch, it’s one that 
seems to be working. His province added more than 44,000 
new jobs in the past three and a half years. Lozano isn’t slow- 
ing down, either. He just returned from Asia with a $100 mil- 
lion investment from a big automotive parts supplier. Grab- 
bing a remote control off the table in his conference room, 
he’s eager to explain how he landed the deal. “Can I show you 
a video?” he asks. “We did this in Chinese” @ 
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; Next Steps 


With secure institutional and economic fundamentals in place, Ghana’s goal is to ensure sustainable 


prosperity in the long term. 


hana has the rock-solid social, 

institutional and economic 

fundamentals the rest of West 

Africa strives to emulate: more 
than 20 years of democratic governance; 
strong rule of law; competitive industries; 
an entrepreneurial, investor-friendly busi- 
ness climate; and some of Africa’s most pro- 
gressive social policies, which have enabled 
numerous women to rise to the top in polit- 
ical and corporate circles. 

When we last reported on Ghana, in 2012, 
its economy was riding high, fueled by the 
nation’s first full year as an oil producer. It 
posted the world’s highest GDP growth in 
2011, with 14.6%, and attracted a record $7 
billion in foreign direct investment (FDI). 
Two years later, growth is forecast at a very 
respectable 6.6% for 2014, and FDI inflows 
were just shy of $4 billion last year. 

But the country faces challenges, and 
must look for ways to keep the economy on 
the right path. Since winning the 2012 elec- 
tions, President John Dramani Mahama’s 


administration has struggled to sustain 
growth. Over the last 18 months, commodi- 
ties Ghana produces in abundance, such as 
cocoa and gold, have suffered from falling 
global market prices; blackouts continue 
to leave locals in the dark and discourage 
power-hungry investors; and the national 
currency, the cedi, has lost around 25% of 
its value against the dollar. 

Meeting revenue-collection targets 
remains a challenge for the Ghana Rev- 
enue Authority (GRA), despite significant 
improvements that won plaudits from the 
World Bank in its “Doing Business” report. 
In 2014, Ghana jumped 26 places in that 
report’s global ranking, from 94 to 68, 
based on tax payments. Meanwhile, the 
removal of state subsidies on petroleum 
products has forced up fuel prices at the 
pump, and the planned implementation 
of value-added taxes on financial services 
has raised the specter of a slowdown in the 
booming finance sector. 

As a result, the GDP growth forecast for 





2014 was adjusted down from 8% in July. 
Meanwhile, a half-year budget revision, 
presented by Minister for Finance and 
Economic Planning Seth Terkper, raised 
the budget deficit target a notch or two, 
from 8.5% to 8.8%, and nudged the annual 
inflation goal up from 9.5% to 13%, to 
compensate for the recent fluctuations in 
Ghana’s fortunes. 

The Mahama government is not sim- 
ply moving the goalposts to ensure that 
its figures reflect reality, but has declared 
its commitment to bringing about signifi- 
cant, lasting change across the country’s 


economy. The goal is to ensure that Ghana ~ 


enjoys sustainable prosperity in the long 
term, even if that means tightening belts 
for the next few quarters. 

The title of Minister Terkper’s midyear 
economic policy review, “Rising to the 
Challenge: Realigning the Budget to Meet 
Key National Priorities,” is a call to arms to 
protect the national economy from exter- 
nal risks, stimulate faster rates of growth 
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and development, create employment and 
raise living standards for the country’s 25 
million people. 

Rather than relying primarily on the 
fruits of homegrown productivity and the 
country’s relatively small internal market- 
place, Ghana aims to leverage its decades 
of domestic experience and expertise as 
one of the region’s most mature, well- 
developed economies. The country is look- 
ing to export its know-how and services to 
its neighbors in the Economic Community 
of West African States (ECOWAS) and to 
expand its economic horizons and consoli- 
date human development gains. 

“The theme of our transition as a 
middle-income nation is value addition, 
diversification and local content,” explains 
Minister Terkper. “We have to play on our 
size, while taking advantage of the mar- 
kets the region provides. If you take into 
account Ghana, Sierra Leone and Céte 
d'Ivoire, together with Nigeria, then you 
have enough economic activity to further 
enhance regional integration.” 


“The theme of our transition 
as a middle-income 
nation is value addition, 
diversification and local 
content. ” 


-SETH TERKPER 
MINISTER FOR FINANCE 
AND ECONOMIC PLANNING 


This July, the government launched a 
national export strategy to double Ghana- 
ian exports and reach $5 billion by the end 
of next year. An advisory council of former 
ministers, as well as representatives from 
the Ghana Investment Promotion Centre 
(GIPC) and other entities, are supporting 
this drive to ensure that the public and 
private sectors work together to maximize 
their potential. 

In recent remarks, the GIPC’s CEO, 
Mawuena Trebarh, noted: “We have been 
looking for investments that translate into 
development. From our perspective, it is 
important that investors, whether interna- 
tional or domestic, have opportunities, but 
at the same time recognize that we have an 
agenda to develop and grow. Investments 
that translate into job opportunities, tech- 
nology transfer and economic activity are 
what we look for in supporting initiatives 
in the country.” 


Catalyst for Economic Growth 

Ghana's negative economic indicators 
may have dominated the headlines lately as 
the cedi continues to slide against the dollar 
and inflation remains on the rise; however, 
its financial sector is experiencing a boom, 
largely overlooked amid all the concerns 
about the economy. 

Banking system assets grew by over 44% 
year-on-year to May 2014, reaching $12.8 
billion from $9.6 billion 12 months previ- 
ously. Advances, which accounted for 45% 
of the total, drove that growth, and deposits, 
which shot up 32% in a year, funded it. For 
its part, the Ghana Stock Exchange led the 
pack in Africa last year and is now launch- 
ing a second exchange, specifically aimed at 
small- and medium-size enterprises (SMEs). 

This July, the Monetary Policy Commit- 
tee bumped up baseline interest rates to 
19%, the highest since 2004, reinforcing its 
decision to counter the negative outlook 
on public spending. Interest rates, however, 
are not deterring lending to the private sec- 
tor. The Real Composite Index of Economic 
Activity climbed nearly 10% year-on-year in 
the first quarter of 2014. 

Private sector credit rose 47% in May, 
compared to 31% the previous year, reach- 
ing $5.6 billion, while annual loan growth 
to private-sector clients stood at 28.2%, in 
comparison with 18.4% in 2013. The number 
of nonperforming loans was down, and the 
capital adequacy ratio remained well above 
the 10% limit, at 16.7%. 

According to the Bank of Ghana, this 
indicates a “banking sector that remains 
sound and continues to expand,” although 
concerns linger. A survey of credit condi- 
tions this June indicated that availability of 
credit for consumer loans, SMEs and big- 
ger businesses, as well as short-term loans, 
could tighten over the year. 

But the greatest potential for Ghana’s 
robust, rapidly expanding financial sector 
lies in the population it does not yet reach. 
Experts estimate that 70% of its 25 million 
people are unbanked, giving Ghana's 27 
banks, 137 rural and community banks, 24 
savings and loan institutions and financial 
service providers plenty of room to grow. 
These include experienced players like 
private investment services company Oak 
Partners, founded by Suzy Aku Puplampu 
and Kwesi Amonoo-Neizer, both former 
Databank Group executives. 

Ghana’s Midland Savings and Loans 
began doing business in 1996 to serve the 
microcompanies and SMEs at the founda- 
tion of entrepreneurial culture. Midland 
helps Ghana’s modest-size clients, a huge 
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potential market that banks have histori- 
cally ignored, to mobilize their savings and 
benefit from access to credit. 

According to Michael Adjovu, Midland’s 
managing director, the company decided 
that rather than do the same thing as other 
savings and loans providers in Ghana, it 
would study microfinance successes and 
failures elsewhere in the world to learn 
from others’ strategies and mistakes. 

“We identified cocoa farmers in the west- 
ern region as our base,” Adjovu recalls. 
“This group came together to present their 
farms collectively as collateral, and we 
brainstormed and interviewed farmers to 
develop investment programs and educa- 
tion tailored to them and their lifestyles.” 

Midland designs made-to-measure 
products to meet customers’ needs by 
understanding what they want, instead of 
relying on a one-size-fits-all philosophy. 
That makes the company agile enough to 
move with market trends while learning 
about clients’ businesses. In turn, this helps 
better inform the public about the benefits 
of saving for financial security, as well as 
fund new ventures. 

“We work with market demand and rural 
people,” Adjovu says, “so we try to educate, 
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Ghana Revenue Authority 


The Ghana Revenue Authority (GRA) was established in 2009 








which helps our risk management. It is 
about developing relationships, teaching 
consumers and reviewing case studies. We 
also engage with community leaders who 
help disseminate information about the 
services we provide.” 

Midland’s end game is not to limit itself 
to a select group of Ghana’s people, as its 
managing director notes, but “to be a uni- 
versal bank in the next five years” and reach 
everybody. “We are different because we 
want customers to come as partners and 
build trust,” Adjovu says. “We are not in this 
just for profitability, but to improve living 
standards.” 

Other homegrown financial institutions 
focus on the business world and capital 
markets. For instance, Databank Group 
provides corporate- and public-finance 
advisory services in Ghana, Liberia and The 


“Times have changed, as has the 
landscape. We have a lot of work to do 
because of the nature of our economy.” 


-KOJO ADDAE-MENSAH 
CEO, DATABANK GROUP 


Gambia. Via five subsidiaries, the group 
offers finance, brokerage, fund manage- 
ment and research services for domestic 
and overseas investors, institutions and 
multinationals across the ECOWAS region. 

“At the time Databank formed, it was a 
novelty,” says Kojo Addae-Mensah, who 
took over as group CEO in May. “We were 
first to market and took advantage of 
things others did not know about. IPOs had 
never happened in Ghana. We were even 
involved in the creation of the stock market. 
But times have changed, as has the land- 
scape. We have a lot of work to do because 
of the nature of our economy.” 

Databank’s flagship mutual fund, EPACK, 
was the country’s first. It has 53,000 inves- 
tors and a value of $30 million. In 2013, it 
paid returns of 83%, and it represents 
almost 66% of the mutual fund market 


“Our vision is to be a world-class 
revenue administration recognized 


for professionalism, integrity and 


through the merger of three revenue agencies with the sec- 
retariat of their governing board. The GRA integrated tax and 
customs administration, modernizing operations and seeking to 
improve the efficiency and effectiveness of revenue collection in 
Ghana. Under the leadership of Commissioner-General George 
Blankson, the GRA is working not only to keep up with change 
in the country, but also to stay ahead of the curve. 

“Ghana's economy has a different structure from what it used 
to be three decades ago,” Blankson notes. “That has impacted 
the flow of revenue and sources of growth. In tandem with these 
changes, the GRA has been transformed significantly. Reforms in 
the tax administration began in the late 1980s to be more semi- 
autonomous, to develop improved procedures and processes 
and to bring in a private-sector culture.” 

The GRA is organized into three divisions: customs, domestic 
tax revenue and support services. The first two divisions concen- 
trate on the core operational functions, while the latter focuses 
on non-core support functions. This is just one example of how 
integration is benefiting the Authority. To add to this, taxpayers 
are benefiting from seamless service delivery, improved infor- 
mation sharing and, ultimately, enhanced revenue mobilization. 

But, according to its commissioner-general, the GRA’s vision 
goes even farther: “Our vision is to be a world-class revenue 
administration recognized for professionalism, integrity and excel- 
lence.” Blankson adds, “We hope to administer a tax system that 
will be supportive of the domestic economy, attract investment 


excellence.” 


-GEORGE BLANKSON 
COMMISSIONER-GENERAL, GRA 


to the country, and engender confidence in the business com- 
munity, locally and abroad.” 

Ghana is rewriting its tax legislation, Blankson points out, 
regarding customs, income tax, and VAT, to ensure that “when 
it comes to administration, returns, penalties and so on, there is 
clarity. When tax laws are simple and transparent, you induce 
investment.” 

The GRA helps ensure that the state gets the appropriate tax 
revenue generated in Ghana, which enables the government to 
provide better-quality basic services to its people, and especially 
to the nation’s most needy citizens. The Authority’s commis- 
sioner-general is also proud of the institution’s corporate social 
responsibility efforts, such as distributing mos- 
quito nets in malaria-affected areas. 
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in Ghana. It also set up the first licensed 
money market fund in Ghana, MFund, 
which is among its fastest-growing lines. At 
the end of May, Databank held $207 million 
in assets under management. 

But the new group CEO is not satisfied 
even with such spectacular results: “Until 
we have touched every household, we 
cannot claim to be the dominant asset-man- 
agement firm,” he says. “We have a great 
opportunity to get out there and tell people 
this is where you safeguard your future.” 

McOttley Holdings is another local player 
working to transform Ghana’s investment 
culture and taking innovative solutions 
to the population. The company provides 
money management services via three sub- 
sidiaries in investment banking, real estate 
development and SME credit, and also aims 
to inform clients about engaging in finan- 
cial planning today for a brighter future 
tomorrow. : 

“We educate people about investment 
culture and support those we give loans 
to,” says McOttley’s CEO, Kwesi Livingstone. 
“We give them management and technical 
advice, not just money. We concentrate on 
this concept, trying to empower them and 
their businesses, at no extra fee.” 


“Most of our clients 
depend on agriculture 
for a living. If we manage 
their financial needs, 
these small growers can 
become a huge thing.” 


—ERNEST MAWULI 
AGBESI 
CEO, NIB 





For over 50 years, National Investment 
Bank (NIB) has supported Ghana’s eco- 
nomic growth as the first development 
bank that aims to stimulate and strengthen 
industrialization. Throughout its history, 
NIB has innovated and adapted to the mar- 
ketplace, adding value to remain at the 
forefront of the financial community. In 
2014, it is restructuring organizationally to 
focus on agricultural investment and con- 
sumer finance. 
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“We are most excited about the agricul- 
tural sector,” explains Ernest Mawuli Agbesi, 
NIB’s CEO. “Most of our clients depend on 
agriculture for a living. If we manage their 
financial needs, these small growers can 
become a huge thing.” 

NIB recently acquired a controlling stake 
in First Ghana Savings and Loans, which 
reinforces its presence in the competitive 
SME segment and extends its reach nation- 
wide. It is already active in 10 regions and 
plans to open 22 branches in the next three 
years to add to its current total of 27. As 
Togbe Afede XIV, NIB’s chairman and the 
CEO of SAS Finance Group, says: “We want 
to ensure that the things we do help the 
cause of development.” 


This July, Accra hosted the 45th Summit 
of ECOWAS Heads of State and Govern- 
ment, a fitting location for talks about 
issues facing West Africa, including the 
highway project linking Ghana’s capital to 
Abidjan in the west and Lagos in the east 
and crossing five nations: Cote d'Ivoire, 
Ghana, Togo, Benin and Nigeria. The sum- 
mit ended with approval of the ECOWAS 


YOUR TRUSTED 





Economic Partnership Agreement (EPA) 
with the European Union. 

Though Ghana, with its relatively small 
population, has limited domestic demand 
compared to regional giants like Nigeria, 
ECOWAS membership has granted it privi- 
leged access to a potential market of almost 
340 million people with a combined GDP 
of $753 billion, according to International 
Monetary Fund data. It comes as no sur- 
prise when auditor KPMG says that “many 
investors view Ghana as the gateway to the 
West African region.” 


The combination of a facilitating regu- 
latory framework, a business-friendly 
government and a dynamic private sector 
is helping Ghana make fast inroads into 
neighboring markets. That sector also has 
the backing of industry organizations such 
as the Ghana Chamber of Commerce and 
Industry, led by Dr. Seth Adjei Baah, and 
business facilitation companies including 
Carl Silverberg’s Silverberg Associates. 

Creative thinking, innovative practices 
and entrepreneurial verve are helping the 
nation punch above its weight, making 
it an ideal point of entry into one of the 
most attractive areas in Africa for trade 
and investment. 

Ghana is home to ambitious business- 
people who are using their local market 
knowledge and experience to transform 
the country into a catalyst for the growth 
of ECOWAS. Active in every sector—hydro- 
carbons, power generation, infrastructure 
and construction—they have one thing in 
common: their motivation to partner with 
foreign investors looking to participate in, 
and profit from, the region’s future. 

LMI Holdings is one of Ghana’s lead- 
ing privately owned groups, with 12 


FINANCIAL PARTNER in improving living standards. 
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subsidiaries involved in an array of activi- 
ties, including industrial and residential real 
estate development, telecommunications, 
warehousing, quarrying, road construction, 
power, oil and gas services, and heavy- 
equipment hire. 

The group’s mission statement is ambi- 
tious—“to provide total management 
solutions for the design, development and 
implementation of projects”—but the real 
reason for such diversity is simple, says 
CEO Kojo Aduhene: “We take advantage of 
problems that come along.” 

Since its creation in 1993, LMI has 
diversified organically every time oppor- 
tunity presented itself: “| came back from 
the United Kingdom in 1993 to work for 
myself,” its CEO recounts. “We got a grant 
from the Canadian government, bought 
a bulldozer and an excavator, and started 
work. We have not looked back since and 
have grown and grown.” 

Starting as a contractor on a Malaysian- 
developed free zone at Tema, LMI became 
the competition when Aduhene persuaded 
Ghana’s government to let LMI build its 
own zone. The company signed up Barry 
Callebaut, the Swiss cocoa and chocolate 





giant, as an anchor client before moving 
into property development. Clients needed 
power, so LMI generated it. Water was next, 
so LMI began pumping. “And so on,” says 
Aduhene with a smile. 

LMI has since built warehouses to mea- 
sure—“four acres under one roof,” its CEO 
notes—for companies such as Cargill. It 
is laying a 10-mile railroad from Tema’s 
harbor to the free zone and is building a 
165-MVA electricity substation to supply 
the area. “That’s just the beginning of our 
foray into electricity in Ghana, the subre- 
gion and beyond,” Aduhene notes. LMI is 
now actively seeking strategic partnerships 
to develop its power projects. 


“We got a grant from the 
Canadian government, 
bought a bulldozer and 
an excavator, and started 
work. We have not looked 
back since.” 


-KOJO ADUHENE 
CEO, LMI HOLDINGS 


Suleman Umar of Ghana set up Oma- 
roil Agency in 1986 while he was living 
and working in Nigeria. The company had 
operations in upstream and downstream 
sectors, providing tankers to oil compa- 
nies. In 1992, in the wake of changes in 
Ghana’s government, CEO Umar says, 
“We decided to come home. | thought we 
could bring people together to create jobs 
and transfer technology.” 

With a remit to operate in all branches of 
the oil industry, Omaroil today employs a 
multidisciplinary team of managers, engi- 
neers, surveyors and auditors, delivering a 
range of services to local and overseas cli- 
ents. The company started out supplying 
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petroleum products before expanding into 
tanker chartering, ship brokerage, maritime 
logistics and bunkering. 

Not content with that, Omaroil has 
continued to diversify its interests and is 
building a shipyard, developing gas stations 
nationwide and constructing a refinery 
with Turkish partners. It also acquired a 
6,000-ton-capacity vessel, Redemption, to 
transport fuel from Nigeria to Ghana’s Tema 
oil refinery. 

“Omaroil is the only private Ghanaian 
company licensed by the Ministry of Petro- 
leum,” notes Isaac Tagoe, the company’s 
managing director. “Last year, we provided 
5% of Ghana's crude oil to the Tema refin- 
ery. This year, we can do even more.” 

Another Ghanaian company supplying 
fuels, lubricants and services to shipping 
companies from the refinery and free- 
zone hub of Tema, as well as the oil town 
of Takoradi, is Inter Maritime Services (IMS). 
Established in 1996, it was the pioneer in 
independent bunker trading and remains 
Ghana’s leading supplier, serving 200 cus- 
tomers and offering a range of services. 

IMS took off when CEO David Ame- 
ble returned from Europe and saw an 


COMPANY PROFILE 


Prefos Limited 


“Last year, we provided 5% 
of Ghana’s crude oil to the 
Tema refinery. This year, 
we can do even more.” 


ISAAC TAGOE 
MANAGING DIRECTOR, OMAROIL 


opportunity for a local company to compete 
with the global giants in Ghana: “Ship bro- 
kers all over the world told me there was no 
bunkering here,” he says. “My background 
was in ship management, so you cannot 
tell me we cannot do this in Ghana. So | did 
it. | started before | realized Shell, Total and 
other companies did this, but they do not 
have local knowledge. The whole field was 
open.” 

Ameble’s chutzpah paid off. Today, IMS 
also partners with Shell to distribute lubri- 
cants in Ghana, provides upstream oilfield 
services for exploration and production 
(E&P), and handles ship management for 
all kinds of vessels: tankers, container ships, 


You might say Alexie Kwasi Fosu saw the light. As the CEO of Prefos Limited, one of 


Ghana’s leading electrical and contracting players, his company used to do all kinds 
of construction work, “but | wanted to focus on one thing, instead,” he says. “I had a 
dream and decided to focus only on lighting.” 

Fosu traveled the world—to Hungary to meet with General Electric and learn about 
the manufacturing of lamps, to ELT in Spain for ballast, to Lucy Zodion in the United 
Kingdom for photocells—to find the best solution to produce street lighting at home: 
“| wanted to come up with a quality light in Ghana,” he recalls. “We also started a 
school to train the young in assembling light and house wiring. Light and information 
make for security, beautification and education.” 

Today, the Electrical Training Centre helps young people learn and return to com- 
munities with skills that enable them to find employment and contribute to the 
greater good. Investing in Ghana's people has paid off for Fosu, too, as the govern- 
ment chose Prefos to install and maintain all of the country’s streetlights. 

Prefos’s goal now is to provide the entire region with a brighter future, “wherever 
there is a market,” Fosu affirms, supplying “quality materials and nothing else.” He 
remains open to working with a partner to add technical expertise, building on the 
company’s core competencies and local confidence, saying, “I want us to be the lead- 
ing company in West Africa.” 
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dry-bulk carriers, cruise ships, ferries and 
fishing boats, as well as offshore E&P vessels. 

IMS's commitment to providing solutions 
for clients knows no bounds, Ameble says: 
“Anytime someone comes to us, we give 
them what they want. When they come to 
us, they get an answer.” 

Kwesi Baidoo, the CEO of Italconstruct 
International and the Brakfields Group, 
is another Ghanaian businessman who 
harnessed experience at home to take 
innovative products, such as Ghana’s recy- 
cled polystyrene cork, to the rest of Africa. 
Italconstruct specializes in construct- 
ing high-quality, low-cost housing using 
advanced technology. It won a government 
contract in 2012 to build 4,120 units, worth 
$30 million and financed by local banks, 
and is now expanding to Burkina Faso, Céte 
d'Ivoire, Sierra Leone and South Africa. 

Baidoo has diversified his interests into 
other avenues of opportunity, such as 
energy generation—Brakfields Power Gen- 
eration is developing a 1,100 MW thermal 
power plant project in Ghana, projected 
to cost $2.5 billion—and is moving into 
related fields, such as gas pipelines and 
tank farms for oil and gas storage. The 





Kwesi Baidoo (L), President and CEO of Brakfields 
Group and CEO of Italconstruct International 
Limited, with Raphael Tackie-Antiaye, VP and 
Executive Director of Brakfields Group and Executive 
Director of Italconstruct International Limited 


company is also hard at work on a a 400 
MW liquified natural gas-powered thermal 
plant in Sierra Leone. 

“In the past, the perception was that no 
Ghanaian company could do anything big,” 
Baidoo says. “We had the vision. We want to 
be a household name in Africa.” 


The world has long prized Ghana for its 
rich natural resources. Agriculture remains 
the bedrock of the economy, employing 
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half of the workforce and contributing 40% 
of GDP, thanks in large part to the king of 
local cash crops—cocoa—but also due to 
fast-growing commodities such as wood 
products and pineapples. Additionally, the 
country boasts bountiful fisheries that land 
a huge haul of tuna. 

Ghana has vast mineral reserves as well. 
Gold is one of Ghana’s export powerhouses, 
despite a recent drop in production attribut- 
able to falling global prices, but aluminum, 
bauxite and diamonds are expanding in 
earnings and share. International invest- 
ment since the 1980s in the mining industry 
by multinationals including De Beers and 
Lonrho has boosted profitability. 

Arguably, however, Ghana’s most valu- 
able asset is its well-educated, hard-working 
population. Thanks to a comprehensive 
education system, the continent’s high- 
est literacy rate, and one of Africa’s most 
vibrant, innovative business cultures, Gha- 
naians have built a mature, middle-income 
economy, with strong industrial growth, that 
is the envy of many West African peers. 

New Lucky Electricals Co. Ltd, one of 
Ghana’s leading indigenous electrical 
companies, represents Ghana's advantage 
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in the regional marketplace. The company 
offers an example of a Ghanaian firm that 
has become a regulated and competitive 
market participant, and is committed to 
providing the highest-quality, affordably 
priced products, with services exceeding 
customers’ expectations. 

It is Ghana’s people who are bringing 
about change in the way the country val- 
ues its own wealth. Rather than extract and 
export raw materials to profit companies 
overseas, as in the past, local business lead- 
ers are themselves processing the products 
of primary industry and then packaging, 
marketing and distributing them, with the 
goal of moving up the value chain and keep- 
ing the benefits of development at home. 

Kasapreko Company was a family busi- 
ness born in a garage in 1989, but in just 
a quarter of a century, it has grown spec- 
tacularly to become a multinational, 
state-of-the-art producer of alcoholic 
and non-alcoholic beverages. The market 
leader in Ghana, Kasapreko produces and 
markets 15 herb-infused beverages made 
to its own recipes, and it has seen turn- 
over almost double in the last five years. Its 
products include Alomo Bitters, known as 





FULLY CHARGED. 


DELIVERING SOLUTIONS IN INVESTMENT, 
MONEY LENDING AND PROPERTIES 












Operating with an expressed vision to be a 
giant from Africa by 


® Offering unbelievably good investment 
advisory services 

Lending to SMEs and individuals. 

® Providing world-class living environment 


S$ 


for a growing nation. 


To learn more about our expertise and capabilities in managing 
investments, being the preferred lender and providing property 
solutions, go to www.mcottley.com 


Holdings 

We empower you!!! 
Registered office: #9 Blohum ‘Street, Dzorwulu, Accra-Ghana. Tel.:+233 (0) 540 120 575. www.mcottley,com 
McOitiey MeWitiey McWitiey are subsidiaries of McOttley Holdings. 


“We have had local and 
international success, 
including being voted by 
CNN Money as one of the 
top five emerging brands 
in the world. ” 


-KOJO NUNOO 
DEPUTY MANAGING DIRECTOR, 
KASAPREKO 


“African Hennessy,” which accounted for 
exports of almost $20 million in 2012. 

“The Kasapreko story is a unique one 
and has given confidence to Ghanaian 
business,” says Kojo Nunoo, the company’s 
deputy managing director. “You mention 
Kasapreko on the streets and people know 
what it is. We have had local and interna- 
tional success, including being voted by 
CNN Money as one of the top five emerging 
brands in the world. Now it is a household 
name in Nigeria and even South Africa.” 


COMPANY PROFILE 


ShawbeliConsulting 





Kasapreko aims to become “a total 
beverage production company by 2016,” 
according to Nunoo, and is working ona 
joint venture to develop the local staple, 
cassava, and produce beer with Caltech 
Ventures Company, which has invested 
$10 million in the project. “We have always 
been a quality company,” he says. “Innova- 
tion has never stopped. Ours is a brand that 
will compete in the international market.” 


Trusting in Ghana 

When you purchase a branded product 
from abroad in Ghana—perhaps a can 
of Coca-Cola, a stick of Wrigley’s gum, or 
a tube of Colgate toothpaste—chances 
are the Forewin group of companies was 
involved in procuring it. 

Founded in 1993 by Ghassan Yared, 
the group’s chairman and CEO, Forewin 
became the country’s biggest distribu- 
tion company in just five years, thanks to 
its commitment to customer choice and 
unrivaled service. Today, it distributes 
premium global, African and homegrown 
brands across Ghana and regionally, via a 
workforce of 1,000, over 300 vehicles and a 
presence in 39 cities. 


Established in 2002 by CEO Phyllis M. Christian, with the goal 
of becoming Ghana’s leading legal and professional services 
provider, ShawbellConsulting serves institutional clients and 


investors across every sector. 


Christian formerly worked at Ernst and Young and other public- 


and private-sector players before founding the firm, giving her a 
unique insight into what is needed to successfully invest in one Phyllis M. Christian 


* 


of Africa’s best-performing economies, with 7%-plus growth for shawbeilConsulting, 


a decade and a half. 


CEO 


ShawbellConsulting is now also a leading legal services provider focusing on oil 


and gas companies. 


As management consultants, ShawbellConsulting also develops its own consultancy 
models, creating truly local solutions rather than the standardized approach of other 
firms, Christian says, adding: “We insist consultancy services are properly delivered. 

“For example, our Every Region Is A Star (ERIAS) project is aimed at building the 
capacity of decentralized government agencies with limited budgets to engage 
external service providers in ways that help create more value,” Christian explains. 

The Ghana Institute of Consulting, one of the firm’s three subsidiaries, trains profes- 
sionals and organizations within neighboring nations such as Liberia and Nigeria. A 
course for 170 client staff last year, Christian notes, made a major impact, and “there 

is more opportunity.” 
In response to growing demand, Shawbell- 


ShawbellConsulting 


www.shawbellconsulting.com 
www.dbigh.com 
email: info@shawbellghana.com 


Consulting’s CEO is interested in working with 
partners to extend the company’s reach. Says 
Christian: “I am very interested in collaborating 
with good firms who have the same values we 
do, with respect for everyone, for my country, 
and to serve and to build capacity.” 
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At the same time, the Forewin group 
continues to expand its current businesses, 
which now include real estate devel- 
oper Mabani Holdings, food and wine 
importer Cape Trading Company, free zone 
operations Lewadis and Diplo, and heavy- 
machinery dealer HMD. It’s also branching 
out into new fields—for example, with the 
launch of zoobashop.com, an innovative 
online retailer that aims to replicate Ama- 
zon’s success in Ghana. 

Lebanese by origin, Yared began work- 
ing in West Africa at an early age. Even 
while working for someone else, he had 
big dreams: “I started in 1983 in Benin for 
a trading company. | was young, enthusias- 
tic and wanted to do something different. 
| converted it into a distribution company, 
helping to develop infrastructure and a dis- 
tribution network nationwide,” he recalls. 
“It made a big impact on the brands.” 


Yared next moved to Togo to manage a 


similar group of companies. “It was also a 
big success,” he smiles. Following a couple 
of years in the United States, he returned 
to Africa with the backing of investors, who 
“put their trust in me,” he notes. “They said 
they wanted to go to Ghana because there 
might be an opportunity there.” 

Yared’s investors were on to something, 
and he continues to count on the support 
of loyal shareholders today, as the group’s 
various components—the national head- 
quarters in Accra and regional offices in 
Kumasi and Takoradi, over 430,000 square 
feet of warehousing space, a network of 
more than 50 Cash & Carry stores nation- 
wide, and its growing fleet of trucks, vans 
and automobiles—are still under his 
management. 

“Trust is not only about money,” Yared 
says. “It is about judgment and making the 
apposite decision. We came with guiding 
principles that whatever we did would be 
based on trust, win-win, transparency, mar- 
ket growth and market share.” 
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Broadband Home Limited / Zipnet 


Providing Internet access for over a decade, Broadband Home Limited, known as 
Zipnet, was Ghana’s first wireless broadband player. Founded by visionary entrepre- 
neur and Chairman Osei Owusu-Korkor, Zipnet is now one of the country’s 4G cellular 
operators and continues to offer innovative, intelligent IP services via world-class 
networks to both consumers and companies such as Google, British Airways and 
Tullow Oil. 


Q: Where did Zipnet start out and where are you now? 


A: Challenges inspired us to bring technology to people. ISPs were restructured and 
went with Ghana Telecom, due to infrastructure and distribution. | came into the 
space to do it differently: not to be a reseller, but to compete. In 2003, we got our 
license and, in 2004, our first customers. Changes made elsewhere can also be done 
in Ghana. Voice telecommunications do not develop a country, data does. We need 
to take data seriously. If you want connectivity, | want to bring it to you. 


Q: What defines Zipnet as a brand? 


A: Before we started, other companies were charging $75 for broadband and, in 
terms of quality, they were offering 56kb. We started with one or two megabytes, to 
redefine capacity and change the game. We overtook others quickly, but the bank 
delayed funding. So | decided to move away from the consumer model to the enter- 
prise market. Excellence is our goal and it's what we do best. There are no shortcuts; 
you have to think long-term. We are trying to raise the bar, and I believe in taking the 
time needed to give customers premium services. 


... Simply Reliable 
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An expert in building brands and 
relationships, Yared identified another 
opportunity when creating proprietary 
products: distribution to neighboring 
nations. He found investors for an industrial 
biscuit-making complex that serves much 
of the ECOWAS region. 

Forewin’s CEO is now looking for part- 
ners for new ventures in a variety of sectors. 
“lam focused on finding ways to develop 
agriculture and tourism, and looking 
again at industry,” he says. In collaboration 
with the United Kingdom's Actis Group, 
sub-Saharan Africa’s largest real estate 
developer, Forewin is already working ona 
$250 million project: The Exchange. 

“The Exchange is going to be one of the 
most exclusive projects in Ghana,” Yared 
says. “We are putting together a unique 
offering, the first of its kind here: a mixed- 
use development comprising a four-star 
hotel, shopping mall, residential apart- 
ments and office complex—a place to live, 
relax, shop and work. This country deserves 
the best.” 

Private-sector players are not the only 
ones climbing the value chain. The state- 
owned Precious Minerals Marketing 


FOREWIN GROUP is a conglomerate of various Detects 
leading the way in innovation, trade, real estate and industry. 
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-GHASSAN YARED 
CHAIRMAN AND CEO, FOREWIN 


Company (PMMC) has been trading the 
nation’s gold, diamonds, and precious 
stones and metals for nearly half a century, 
as well as producing high-quality jewelry 
made in Ghana by local artisans. PMMC 
values, buys and sells the best of Ghana’s 
mineral riches and promotes development 
of the industry. 

PMMC accounts for nearly a quarter of 
Ghanaian gold exports and has exported 
more than 13.5 million carats of diamonds 
to date. Its activities produce a turnover 
in excess of $62 million through offices 
in seven cities nationwide. It recently 
opened a diamond-cutting and -polish- 
ing plant, adding value to the gems before 
export; there it employs 40 people and has 
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capacity to process 1,750 carats. 

“We want to be the number one gold 
buyer in the country for small-scale miners,” 
says George Abradu-Otoo, PMMC’s manag- 
ing director and CEO. “By 2020, | want to be 
in the position to process almost 90% of 
our gold before selling it. We are now look- 
ing at public-private partnerships, exactly 
as we did with the gold refinery project, for 
the diamond-polishing plant.” 

If Ghana can develop its economy and 
make the most of its entrepreneurial spirit 
by adding value through innovation and 
system organization, and by leveraging its 
role as a regional leader, it will be able to 
offer investors and the global community 
optimal returns. 
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The 
$210,000 
Safari 


Once the Wildenstein family's 
private wildlife conservancy in 
Kenya, the 58,000-acre Ol Jogi 
Ranch can now be rented for an 
exclusive luxury safari experience 
that's at the top of its game. 


BY ANN ABEL 


IT’S EASY TO GET caught up in the exqui- 
site details at the Wildenstein family’s Ol Jogi 
Ranch in Kenya—the Murano glass globes 
over lamps, the sumptuous Hermés linens, the 
perfectly polished Buccellati silver—but that’s 
missing the point. Magnificent as all the ob- 
jects in the house are, they’re embellishment. 
What’s enchanting about the place is the wild- 
life: incredible density and diversity, includ- 
ing migrating elephants, 15% of the world’s 
remaining Grevy’s zebra population and more 
than 40 of the 790 black rhinos that remain in 
East Africa. 

The experience here is unusual because 
guests have the land to themselves: Ol Jogi 
(named for a native shrub) comprises 58,000 
acres of the Laikipia Plateau. Previously a cattle 
ranch, it was the family’s private compound 
and wildlife sanctuary for nearly 35 years, 
before opening to the public last year as an 
exclusive-use villa. 

“T hate feeling like a tourist,’ says Alec 
Wildenstein, the 34-year-old heir to the fam- 
ily’s art-and-horses fortune, who made his 
first trip to Ol Jogi when he was 6 months 
old and took over its management after his 
father died, in 2008. “Here you don’t feel 
like a tourist.” By that he means not seeing 
ten Land Cruisers parked around a small 
herd of elephants, as you do in many parks 
and conservancies, and not having to follow 
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rules—aside from the Ol Jogi rangers’ care- 
ful precautions—about night drives, hikes and 
even horseback safaris for guests who know 
what they’re doing. “People here get to walk 
and take risks that they understand.” 

Anyone who has been part of that great 
four-wheeled migration will appreciate the 
scene from the main house’s veranda and din- 
ing table, where the backyard watering hole 
and salt lick were virtually never devoid of 
wildlife during my recent five-day stay. It’s a 
safe gathering spot for hippos, elephants, ze- 
bras, buffalo, impalas, gazelles, wildebeests and 
various birds—sometimes all at once. One guest 
saw a rhino without having to get up from one 


Your own private Kenya: 
A 45-minute plane ride 
from Nairobi, Ol Jogi 
Ranch features all the 
comforts of home (or 

at least a home with 
Limoges china and 
Hermés linens). And the 
rooms offer panoramic 
views of the plains—and 
big game. 





DURSTON SAYLOR 
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“Liberty is unique because of the CEO, John Hewitt. He is 
personally engaged with his franchisees, eee eee 
TMA M C= 1ea IL cm ele ce 


He understands both the corporate culture and entrepreneurial 
ite A ACMA cme UULETe Lom 


John knows how to help others set and achieve their goals. He ~ 
knows how to start a business, finance it, and drive it forward , 
every day. If you are hoping to partner with a true winner, in my ‘ " 
experience, John is my choice and Liberty is my system.” 


Greg Carafello/Liberty Tax Area Developer 


N WLierty 


Tax 


Top 50 Franchise Ea 
2013 Franchisee Satisfaction Awards 
SERVI CE’ FranchiseBusinessREVIEW — 


See eee nnn ene eae acacnaanccacaacaeccceccacncccec inane TE Ean erate Founder and CEO of Liberty Tax Service 
Discover what John and Liberty Tax can do for you! a en 












888-494-0599 @ LibertyTaxFranchise.com  (jiivertytaxtranchise libtaxfranchise Minnesota state franchise number F-4418 and F-3918 





om rn ° r 
Hawaii Titanium Rings 
True Quality f Handcrafted ye 

has no ra | ae 
Comparison. | Hawaii 


Boston Marathon Champion r 
NYC Marathon Champion 
Olympic Silver Medalist 


EllintiGO ince 2012 §f : eee 
Se Call 808-756-1173 or vit us 


www.hawaiititaniumrings.com 


Join The C12 Group. 


America’s leading Christian CEO Roundtable 
and coaching resource, serving companies 
from $1mil to $1bil across the US. 


CHRISTIAN CEOS & OWNERS 
iw BUILDING GREAT BUSINESSES 
FORA GRE U0) 8@)) 5 


336.841.7100 C12Group.com 


Get yours today: elliptigo.com 
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London Grey 5000 


Five new designs inspired by the world’s most beautiful natural marble. 


Where creativity meets quality. 


More surfaces for your home at : 
www.caesarstoneus.com (8) CaeSsa rstone 
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Close-up, level-to-the-ground camera shots put 
viewers smack up against the smack-ups that 
bring the ball carriers so bruisingly to a halt. 
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“Michigan 31, Wake Forest O. Scores like that have 
always been more than the stuff of glory in big-time 
college football. They have also been money in the bank. 
Nowadays, though, while the glory is still there, the money 
is getting harder to come by for the schools. The fact is, the 
often lucrative business of collegiate football now looks 
very much like a mature industry” 


N AT T ‘Earth’ ts the registered trademark of the 
original, down-at-the-heels, high-at-the-toe clodhopper developed by 
Anne Kalso in Denmark 19 years ago. The Earth shoe has become a 
symbol of the times.” 


“When an economist sees rising prices, he 
calls it ‘inflation’ and tries to explain it. When an economist sees rising 
taxes, he calls it ‘life’ and virtually ignores it.” 












On Football 


“When it's third and 10, you can take the milk 
drinkers. I'll take the whiskey drinkers.” 
—MAX MCGEE, FORMER GREEN BAY PACKER 


“Is football a game or a religion? The 
people of this country have allowed 


sports to get completely out of hand.” 
—HOWARD COSELL 


“Football is a game played with arms, legs and 
shoulders, but mostly from the neck up.” 
—KNUTE ROCKNE 


“Football is only two things: 
blocking and tackling.” 
—VINCE LOMBARDI 


“A serious football fan is never alone. 
We are legion, and football is often 
the only thing we have in common.” 
—HUNTER S. THOMPSON 


“Football allows the intellectual part of my 
brain to evolve, but it allows the emotional 


part to remain unchanged.” 

—CHUCK KLOSTERMAN 

“If had gone into “He breaks me 
professional football, with wound 
the name Jerry Ford upon wound; 
might have been a he runs at me 
household word today.” like a warrior.” 
—GERALD FORD —JOB 16:14 


“Gentlemen, it is better to have died as a 
small boy than to fumble this football.” 


—JOHN HEISMAN 


“Academy, n.:a modem school 


where football is taught.” 
—AMBROSE BIERCE 


SOURCES: GOODREADS.COM: EATING THE DINOSAUR. BY CHUCK KLOSTERMAN: SPORTS JUSTICE: THE LAW & THE BUSINESS OF SPORTS, BY ROGER |. ABRAMS; UNIVERSITY OF 


NOTRE DAME INSTITUTE FOR EDUCATIONAL INITIATIVES; HEY RUBE, BY HUN 
THE UNABRIDGED DEVIL'S DICTIONARY, B 
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ER S. THOMPSON; FOOTBALL PHYSICS: THE SCIENCE OF THE GAME, BY TIMOTHY GAY; 
Y AMBROSE BIERCE; FOOTBALL AND PHILOSOPHY: GOING DEEP, BY MICHAEL AUSTIN. 
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Brytokny i myvelg arate 
us and be part of 
_the team.” 





Asset Manageme 





ee When you need someone to strategize with, we'll be ready to talk. Our 
Capital Fina i : ‘ : : 
3 relationship managers take the time to learn your business and gain 
Sioa i a deeper understanding of your expansion goals. We've successfully 
eter ee partnered with mid-sized to large corporations to help them meet their 
Ree erie global business needs. With our full suite of products backed by our time- 
ee. tested strength and stability, we’ve never been more ready to support 

your business today and for years to come. To learn more about how our 


retreats ay a f 
capabilities can work for you, visit national.wellsfargobank.com/FOS. 


Investment Banking & 
Capital Markets*™* 


Ube hprai eet lef esl ela 








* Investment and insurance products: |NOT FDIC-Insured « NO Bank Guarantee « MAY Lose Value | 


1 Wells Fargo Asset Management is a trade name used by the asset management businesses of Wells Fargo & Company. Certain investments are distributed by 
Wells Fargo Funds Distributor, LLC, Member FINRA/SIPC, a subsidiary of Wells Fargo & Company. 


2 Insurance products and services are offered through non-bank affiliates of Wells Fargo & Company including Wells Fargo Insurance Inc., Wells Fargo Insurance 
Services USA, Inc., and Wells Fargo Insurance Services of West Virginia, Inc. 


3 Wells Fargo Securities is the trade name for the capital markets and investment banking services of Wells Fargo & Company and its subsidiaries, including Wells Fargo 
Securities, LLC, amember of FINRA, NYSE, NFA and SIPC, Wells Fargo Institutional Securities, LLC, a member of FINRA, NFA and SIPC and Wells Fargo Bank, N.A. 


© 2014 Wells Fargo Bank, N.A. All rights reserved. Deposit products offered by Wells Fargo Bank, N.A. Member FDIC. WCS-1198270 8/14 
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MANUFACTURE MOVEMENT 1904 MC 





WATER-RESISTANT TO 300 METRES, THE CALIBRE DE CARTIER DIVER WATCH IS AN AUTHENTIC DIVING WATCH. 

FITTED WITH THE 1904 MC MOVEMENT, IT COMBINES THE HIGH TECHNICAL REQUIREMENTS OF THE ISO 6425: 1996 

STANDARD WITH THE ASSERTIVE AESTHETICS OF THE CALIBRE DE CARTIER WATCH. ESTABLISHED IN 1847, CARTIER 
CREATES EXCEPTIONAL WATCHES THAT COMBINE DARING DESIGN AND WATCHMAKING SAVOIR-FAIRE. 


EXPLORE AND SHOP WWW.CARTIER.US - 1-800-CARTIER . 
| oe 


